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THE  SEMIANNUAL  REPORT 

OF  THE  RESOLUTION  TRUST  CORPORATION 

THRIFT  DEPOSITOR  PROTECTION 

OVERSIGHT  BOARD— 1995 


TUESDAY,  JUNE  20,  1995 

U.S.  Senate, 
Committee  on  Banking,  Housing,  and  Urban  Affairs, 

Washington,  DC. 

The  Committee  met  at  10:08  a.m.,  in  room  SH-216  of  the  Hart 
Senate  Office  Building,  Senator  Alfonse  M.  D'Amato  (Chairman  of 
the  Committee)  presiding. 

OPENING  STATEMENT  OF  CHAIRMAN  ALFONSE  M.  D'AMATO 

The  Chairman.  The  hearing  will  come  to  order. 

This  morning,  the  Committee  will  be  fulfilling  its  statutory  re- 
quirements to  receive  testimony  from  the  RTC  Thrift  Oversight 
Board.  This  hearing  is  particularly  important  and  timely  because 
the  RTC  will  close  down  at  the  end  of  this  year.  On  July  1,  1995, 
any  future  thrift  failures  will  become  the  FDIC's  responsibility. 

Few  Federal  agencies  have  generated  as  much  controversy  in 
such  a  short  span  as  the  RTC.  We  have  all  heard  reports  from  dis- 
gruntled borrowers  and  bidders.  Some  of  us  also  remember  RTC's 
efforts  to  locate  the  misplaced  $7  billion  in  it's  so-called  Western 
Storm  operation,  and  the  parade  of  whistleblowers  that  appeared 
before  this  Committee. 

The  RTC  was  given  a  formidable  task.  In  spite  of  its  problems, 
it  has  generally  lived  up  to  the  challenge.  The  magnitude  of  its  un- 
dertaking cannot  be  underestimated.  The  RTC  has  resolved  over 
747  failed  thrifts,  with  over  $465  billion  worth  of  assets.  By  the  end 
of  this  year,  the  RTC  will  have  sold  all  but  $10  billion  of  assets, 
which  will  become  the  responsibility  of  the  FDIC. 

For  this  Committee,  the  issue  raised  by  the  S&L  crisis  will  not 
end  with  the  sunset  of  the  RTC  this  year.  This  Committee  must  re- 
main vigilant  in  its  efforts  to  ensure  that  no  more  taxpayers'  dol- 
lars will  be  spent  cleaning  up  the  crisis.  The  RTC  and  FDIC  are 
now  estimating  future  losses  and  reserving  for  contingencies.  We 
must  make  certain  that  every  angle  is  covered. 

The  Committee  expects  a  full  accounting  of  the  projected  use  of 
contingency  funds  and  any  claims  made  against  these  taxpayer  dol- 
lars. Until  the  last  asset  is  sold  and  the  last  liability  is  discharged, 
this  Committee  cannot  be  certain  that  it  has  heard  the  last  from 
the  RTC. 

(1) 


We  expect  the  FDIC  to  monitor  vigorously  the  long-term  partner- 
ships and  other  business  arrangements  that  will  outlive  the  exist- 
ence of  the  RTC. 

The  Committee  also  wants  to  make  sure  that  we  have  learned 
from  the  mistakes  of  the  late  1980's.  The  FDIC  must  adopt  success- 
ful RTC  methods  and  improvements,  such  as  the  RTC's  method  of 
marketing  and  selling  its  assets.  There  is  simply  no  reason  for  tax- 
payers to  be  paying  for  warehousing  expensive  assets  that  are  cost- 
ly to  maintain  and,  in  many  cases,  dropping  in  value.  The  FDIC 
must  not  keep  its  inventory  high  just  to  keep  its  excess  staff  occu- 
pied. The  FDIC  should  not  become  a  jobs  program. 

Conversely,  now  is  the  time  to  eliminate  practices  that  do  not 
work.  RTC's  and  FDIC's  heavy  reliance  on  outside  counsel  is  very 
troubling.  The  RTC  will  have  spent  $1.54  billion  since  its  inception 
on  contracted  legal  services.  The  FDIC's  practices  are  equally  dis- 
turbing. Outside  law  firms  handled  40  percent  of  the  FDIC's  legal 
work.  The  FDIC  spent  $80  million  just  last  year  on  outside  law- 
yers. 

What  are  all  714  FDIC  in-house  lawyers  doing?  FDIC  attorneys 
are  among  the  highest  paid  of  any  Federal  agency.  They  receive 
overtime,  comp-time,  regional  pay  bonuses,  and  excellent  benefits. 
What  are  they  being  paid  to  do? 

Moreover,  reliance  on  outside  counsel  with  a  monetary  interest 
in  handling  cases  gives  rise  to  very  serious  concerns  about  the  dele- 
gation of  Government  power  to  private  citizens. 

The  RTC  Completion  Act  directed  the  RTC  and  FDIC  to  establish 
the  Transition  Task  Force.  The  Task  Force  presented  its  first  re- 
port describing  their  planning  activities  at  the  beginning  of  the 
year.  Their  second  report  is  due  next  week.  It  should  include  rec- 
ommendations for  RTC  practices  and  systems  to  be  adopted  by  the 
FDIC.  They  will  discuss  these  recommendations  in  their  testimony 
today. 

The  RTC  and  FDIC  face  a  number  of  challenges  during  this  tran- 
sition. They  must  cooperate  with  each  other  to  ensure  a  smooth 
transition.  If  they  do  not,  the  Committee  will  hold  both  agencies  re- 
sponsible. We  want  results  now,  not  blame  later.  There's  been  plen- 
ty of  time  to  prepare  for  the  transfer  of  the  RTC  to  the  FDIC  and 
we  can  expect  that  that  process  will  mark  a  successful  and  a  very 
difficult  chapter  in  our  country's  financial  history. 

I  want  to  thank  our  distinguished  witnesses  for  their  testimony 
and  their  appearance  today. 

Senator  Mack. 

OPENING  COMMENT  OF  SENATOR  CONNIE  MACK 

Senator  Mack.  I  have  no  opening  statement,  Mr.  Chairman. 
The  Chairman.  Then  we'll  turn  to  Secretary  Rubin. 

OPENING  STATEMENT  OF  ROBERT  E.  RUBIN 

SECRETARY,  U.S.  DEPARTMENT  OF  THE  TREASURY 

CHAIRMAN,  THRIFT  DEPOSITOR  PROTECTION  OVERSIGHT 

BOARD,  WASIHNGTON,  DC 

Secretary  RuBiN.  Thank  you,  Mr.  Chairman. 


Mr.  Chairman,  Members  of  the  Committee,  I  am  pleased  to  ap- 
pear before  you  this  afternoon  as  Chairman  of  the  Thrift  Depositor 
Protection  Oversight  Board. 

I  am  joined  by  the  other  members  of  the  Oversight  Board — ^Alan 
Greenspan,  Chairman  of  the  Federal  Reserve  Board,  Ricki  Heifer, 
Chairman  of  the  Federal  Deposit  Insurance  Corporation  [FDIC], 
Jonathan  Fiechter,  Acting  Director  of  the  Office  of  Thrift  Super- 
vision [OTS],  Robert  Larson,  Chairman  of  Taubman  Realty  Corp., 
and  Jack  Ryan,  Acting  Chief  Executive  Officer  of  the  Resolution 
Trust  Corporation  [RTC].  We  are  also  joined  by  Dietra  Ford,  Execu- 
tive Director  of  the  Oversight  Board. 

I  will  deliver  opening  remarks  that  are,  in  effect,  an  overview  for 
the  entire  Board,  and  Ricki  Heifer  and  Jack  Ryan  will  deliver  re- 
marks related  to  their  specific  areas  of  concern. 

When  you  address  questions,  Mr.  Chairman,  we  suggest  you  ad- 
dress them  to  any  member  of  the  panel  that  you  wish,  depending 
upon  their  respective  areas  of  expertise. 

The  President  has  recently  nominated  Herbert  F.  Collins,  chair- 
man of  the  board  of  Boston  Capital  Partners,  Inc.,  to  serve  as  the 
other  independent  member  of  the  Oversight  Board.  We  look  for- 
ward to  his  rapid  confirmation. 

This  is  my  first  appearance  before  this  Committee  in  this  role 
and  it  comes,  as  you  observe,  just  over  6  months  from  the  day  the 
RTC  will  close  its  doors. 

The  Oversight  Board's  jurisdiction  is  limited.  It  reviews  overall 
strategies,  policies,  and  goals  established  by  the  RTC  for  its  activi- 
ties. The  Board  is  prohibited  by  statute  from  involvement  in  case- 
specific  matters  involving  individual  institutions,  specific  asset  dis- 
positions, or  generally,  the  day-to-day  operations  of  the  RTC. 
Therefore,  Jack  Ryan,  who  is  Acting  CEO  of  the  RTC,  as  well  as 
a  member  of  the  Oversight  Board,  will  address  issues  relating  to 
the  RTC's  operations. 

This  is  a  time  of  tremendous  change  for  the  RTC,  as  the  FDIC/ 
RTC  Transition  Task  Force  and  its  numerous  subgroups  have  been 
meeting  to  plan  the  RTC's  closing.  Two  of  RTC's  six  field  offices 
will  have  closed  by  the  end  of  the  month.  The  overall  staff  of  the 
RTC  has  decreased  from  a  peak  of  about  8,600  to  about  5,400  on 
December  31,  1994,  to  approximately  5,000  at  the  end  of  May, 
1995.  It  is  possible  to  close  the  RTC  entirely  in  December,  1995, 
a  year  earlier  than  initially  anticipated,  because  the  job  has  been 
done  rapidly  and  because  the  thrift  industry  overall  is  sound. 

On  the  other  hand,  the  thrift  industry's  return  on  assets  is  half 
of  that  of  the  banking  industry  and  there  are  51  thrift  institutions 
with  $27.8  billion  in  assets  classified  as  troubled  institutions. 

I  therefore  want  to  use  this  opportunity  to  emphasize  the  impor- 
tance of  resolving  the  problems  of  the  Savings  Association  Insur- 
ance Fund,  known  as  SAIF.  One  of  the  lessons  that  RTC  has 
taught  us  is  that  not  providing  sufficient  funding  in  a  timely  man- 
ner can  result  in  very  costly  problems  that  would  ultimately  fall  on 
the  taxpayers. 

This  suggests  that  we  should  move  promptly  to  address  the  SAIF 
issues  before  a  crisis  develops.  I  know  that  our  staff  has  been  work- 
ing with  your  staff  on  exactly  that  objective. 


Over  a  period  of  6  years,  $105  billion  has  been  provided  for  the 
RTC  to  protect  depositors  and  pay  off  losses  of  failed  thrifts.  We 
currently  expect  the  total  actual  loss  funds  used  by  the  RTC  to  be 
in  the  range  of  $87  billion  to  $95  billion.  In  view  of  early  estimates, 
some  of  which  had  been  much  higher,  this  effort  should  be  viewed 
as  a  success. 

The  RTC  has  accomplished  a  great  deal  since  its  creation  almost 
6  years  ago.  In  August,  1989,  the  RTC  immediately  became  respon- 
sible for  262  failed  institutions,  with  $114  billion  in  assets.  As  of 
today,  the  RTC  has  closed  or  sold  a  total  of  747  failed  institutions, 
with  more  than  $460  billion  in  assets. 

In  the  process,  it  has  protected  over  25  million  deposit  accounts 
with  average  balances  of  $9,000.  In  doing  this,  the  Government's 
guarantee  of  deposit  insurance  to  millions  of  Americans  was  ful- 
filled. 

At  the  same  time,  the  largest  asset  liquidation  project  in  our  his- 
tory was  undertaken.  Using  all  the  methods  available,  including 
auctions,  securitizations,  small-investor  offerings,  land  fund  sales 
and  others,  most  of  the  assets  acquired  from  the  Nation's  failed 
thrift  institutions  have  been  sold. 

As  of  today,  more  than  $445  billion  in  assets  have  been  sold  or 
collected,  for  approximately  87  percent  of  their  book  value.  This  un- 
dertaking has  also  contributed  to  our  national  goals  for  affordable 
housing  by  selling  more  than  102,000  units  under  the  RTC  Afford- 
able Housing  Disposition  Program. 

When  this  Administration  took  office,  the  RTC  had  many  prob- 
lems that  made  it  difficult  to  obtain  congressional  approval  of  fund- 
ing. Secretary  Bentsen's  nine  management  reforms,  increased  to  21 
reforms  in  the  Completion  Act,  were  designed  to  reduce  the  cost 
and  improve  the  management  of  the  RTC. 

I  am  pleased  to  report  that  all  21  management  reforms  contained 
in  that  funding  legislation  have  been  implemented  by  the  RTC. 
Some,  like  the  appointment  of  a  chief  financial  officer,  have  been 
completed,  others  are  ongoing. 

For  instance,  the  preparation  of  a  business  plan  with  regular  up- 
dates is  now  part  of  the  RTC's  regular  procedures.  The  audit  com- 
mittee, chaired  by  Oversight  Board  member  Robert  Larson,  who  is 
with  us  today,  has  been  established  and  continues  to  meet  regu- 
larly. 

The  RTC's  accomplishments  in  addressing  this  financial  crisis 
under  very  difficult  circumstances  have  been  many  and  while,  in- 
evitably, there  have  been  problems,  I  believe  that,  on  balance,  as 
you  said,  Mr.  Chairman,  the  RTC's  record  is  one  of  considerable 
success. 

With  just  over  6  months  before  the  RTC  ceases  all  of  its  oper- 
ations, a  large  amount  of  time  and  effort  is  being  devoted  to  the 
smooth  transfer  of  remaining  assets  and  responsibilities  to  the 
FDIC.  Closing  down  a  large  and  complex  agency  and  transferring 
its  remaining  responsibilities  is  a  complicated  and  time-consuming 
undertaking.  The  structure  for  transition  activities  was  provided  by 
the  RTC  Completion  Act. 

The  FDIC/RTC  Transition  Task  Force,  which  consists  of  two  RTC 
and  FDIC  representatives,  has  been  meeting  regularly.  It  provided 


a  report  to  Congress  at  the  end  of  1994,  and  will  provide  another 
report  to  Congress  by  July  1,  1995,  as  required  by  law. 

Currently,  the  RTC  holds  just  over  $20  billion  of  assets  to  be 
sold.  When  the  FDIC  takes  over  the  RTC's  responsibilities  at  the 
end  of  1995,  it  is  estimated  that  $8  billion  in  assets  will  remain  to 
be  sold.  A  large  portion  of  those  assets  will  be  properties  with  seri- 
ous environmental  problems  that  make  them  difficult  to  sell.  The 
balance  of  the  inventory  will  be  hard-to-sell  assets  that  will  take 
a  good  deal  of  FDIC  time  and  effort  to  liquidate. 

June  30,  1995,  is  the  last  date  on  which  the  RTC  will  accept  ad- 
ditional thrifts.  Thereafter,  failed  thrifts  will  be  accepted  by  the 
FDIC  for  the  SAIF. 

On  January  1,  1996,  the  FDIC  will  become  responsible  for  ad- 
ministering all  activities  for  which  the  RTC  had  been  responsible. 
This  will  include  not  only  asset  disposition  and  resolution  of  any 
new  thrifts  acquired  after  July  1,  1995,  but  also  the  myriad  of  oper- 
ational matters,  such  as  contract  administration,  financial  adminis- 
tration, legal  work,  and  report  submission. 

As  you  know,  all  assets  and  liabilities  that  remain  on  the  books 
of  the  RTC  on  its  sunset  date  will  transfer  to  the  FSLIC  Resolution 
Fund,  FRF,  which  is  managed  by  the  FDIC.  The  FDIC  will  then 
become  responsible  for  managing  and  disposing  of  those  remaining 
assets  as  expeditiously  and  as  cost-effectively  as  possible. 

The  RTC  and  the  FDIC  are  conducting  a  detailed  review  of  the 
RTC's  financial  position  to  determine  the  appropriate  level  of  con- 
tingency funding  above  reserves  that  might  be  necessary  to  absorb 
losses  from  adverse  changes  in  economic  conditions,  current  or  po- 
tential litigation,  or  other  factors  beyond  RTC's  and  FDIC's  control. 

In  reviewing  the  determination  of  the  RTC  and  FDIC  regarding 
contingency  funding  above  reserves,  the  Oversight  Board  will  be 
mindful  or  the  need  to  use  the  least  amount  of  the  taxpayers' 
money  for  the  work  remaining.  It  is  also  important  to  note  that  the 
funds  approved  will  not  be  drawn  down  if  the  money  is  not  needed. 

The  Oversight  Board  structure  and  function  was  designed  to  pro- 
vide ongoing  policy  oversight  of  the  RTC.  The  sale  of  some  $460  bil- 
lion in  assets  by  a  new  and  independent  Federal  agency  was  a  mat- 
ter of  great  concern  to  Congress.  Meeting  six  times  a  year,  the 
Oversi^t  Board  members  have  a  continuing  dialog  with  top  RTC 
officials  on  their  work,  but,  as  I  said  a  few  moments  ago,  do  not 
become  involved  in  case-specific  matters. 

In  1994,  the  Oversight  Board  strengthened  its  review  of  the 
RTC's  programs,  policies,  and  management  practices  and  will  con- 
tinue throughout  1995,  Mr.  Chairman,  as  you  suggested,  to  under- 
take these  reviews. 

The  Board  has  continued  to  review  the  RTC's  quarterly  financial 
operating  plan,  its  internal  controls,  organizational  goals,  and  sat- 
isfaction of  these  goals.  The  audit  committee,  which  I  mentioned 
earlier,  reviews  audit  findings  by  the  General  Accounting  Office, 
the  RTC  Office  of  Contractor  Oversight  and  Surveillance,  and  the 
RTC  Inspector  General. 

The  committee  meets  with  the  auditors  and  the  RTC  to  ensure 
that  issues  raised  by  GAO  and  the  IG  are  addressed  satisfactorily. 
It  also  reviews  financial  operating  reports  and  internal  controls 
and  financial  statements  of  the  corporation. 


Finally,  the  Oversight  Board  staff  has  administered  the  Regional 
and  National  Advisory  Boards  and  the  Affordable  Housing  Advi- 
sory Boards.  These  citizen  advisory  boards  have  provided  public 
input  into  the  RTC  decisionmaking  process.  The  final  meetings  of 
the  six  Regional  Advisory  Boards  will  take  place  in  June  and  July. 
Among  the  Advisory  Boards'  recommendations  that  had  significant 
impact  on  RTC  policies  are  those  in  support  of  the  Small  Investor 
Program,  support  for  seller  financing  in  asset  disposition,  support 
for  the  use  of  securitization  and  auctions,  and  support  for  greater 
efforts  to  ensure  minority  acquisition  of  thrifts. 

The  Board's  staff  offices  will  close  during  1996,  after  completing 
certain  statutoir  reports  and  duties.  The  Board  staff  of  approxi- 
mately 30  people  are  Federal  employees  who  do  not  have  return 
rights  to  FDIC  and  will  seek  new  employment  when  the  office 
closes. 

Much  has  been  learned  from  the  RTC's  experience.  These  lessons 
ought  not  to  be  lost.  The  Oversight  Board  staff  is  helping  to  ensure 
that  they  will  not  be. 

The  RTC  is  preparing  a  history  of  the  RTC  involvement  in  the 
thrift  crisis.  While  contributing  to  that  effort,  the  staff  also  is  work- 
ing with  the  Advisory  Boards  to  create  a  history  of  that  process 
and  their  participation.  Together,  these  documents  will  provide  a 
ready  source  of  information,  should  any  such  unfortunate  cir- 
cumstances or  similar  circumstances  occur  again  in  the  future. 

In  conclusion,  Mr.  Chairman,  let  me  state  that  the  RTC  is  on 
course  toward  closing  and  transferring  its  remaining  responsibil- 
ities to  the  FDIC.  We  expect  that  not  all  of  the  funds  appropriated 
will  be  spent  by  the  RTC.  As  we  close  this  chapter  in  the  Nation's 
history,  we  do  so  with  a  legacy  of  stronger  financial  institutions 
across  the  country. 

Responses  to  the  questions  that  FIRREA  requires  be  addressed 
at  these  appearances  are  contained  in  Attachment  I. 

The  members  of  the  Oversight  Board  and  I  would  be  pleased  to 
respond  to  any  questions  you  may  have.  As  I  said  earlier,  I  would 
suggest  those  questions  be  addressed  to  the  members  of  the  panel 
who  have  the  gn^eatest  expertise  with  respect  to  the  particular  ques- 
tion. 

Mr.  Chairman,  I  thank  you. 

The  Chairman.  Thank  you,  Mr.  Secretary. 

Before  we  continue  with  Mr.  Ryan,  two  of  my  colleagues  have 
joined  us. 

Senator  Grams,  do  you  have  an  opening  statement? 

Senator  Grams.  Just  a  very  short  one,  Mr.  Chairman. 

The  Chairman.  Certainly. 

OPENING  STATEMENT  OF  SENATOR  ROD  GRAMS 

Senator  Grams.  Thank  you  for  calling  the  Oversight  Hearing  on 
the  Resolution  Trust  Corporation  and  hopefully  bringing  this  chap- 
ter, as  you  mentioned,  to  an  end. 

It  was  back  in  1993,  as  a  Member  of  the  House  Banking  Commit- 
tee, one  of  my  first  decisions  was  to  vote  against  additional  funding 
for  the  RTC.  In  retrospect,  I  still  believe  that  that  was  the  right 
decision  to  make. 


But  since  its  creation  in  1989,  the  RTC  has  spent  over  $100  bil- 
lion in  resolving  the  thrift  crisis.  Yet,  as  a  result  of  what  I  believe 
is  mismanagement,  inefficiency,  strong-arm  tactics,  it  has  created 
almost  as  many  problems  as  it  has  solved,  and  of  all  the  actions 
that  have  been  taken  off-budget,  without  a  single  offset  in  spend- 
ing. In  other  words,  the  RTC  nas  put  the  American  people  further 
into  the  red. 

Now,  as  we  take  action  to  close  the  RTC,  I  believe  we  must  be 
as  careful  as  possible  not  to  waste  any  more  tax  dollars.  We  must 
ensure  that  the  termination  of  the  RTC  be  conducted  on  the  most 
cost-efficient  basis  possible. 

I'll  be  interested  in  hearing  the  Oversight  Board's  specific  propos- 
als for  shutting  down  the  RTC  and  guaranteeing  tnat  the  hard- 
earned  dollars  of  the  American  taxpayer  be  returned  to  the  Treas- 
ury. It's  time  for  this  chapter  to  close. 

I  look  forward  to  hearing  today's  testimony  and  again,  thank  you 
very  much,  Mr.  Chairman,  for  holding  this  important  hearing  and 
thanks  to  the  members  of  the  panel  for  being  here  today. 

The  Chairman.  Senator  Frist. 

OPENING  COMMENTS  OF  SENATOR  BILL  FRIST 

Senator  Frist.  Thank  you,  Mr.  Chairman,  I  too  will  keep  my  re- 
marks brief 

We're  now  entering  this  important  period  where  we  attempt  to 
smoothlv  shift  control  over  thrift  failures  from  the  RTC  to  the 
FDIC.  As  we  all  know,  the  FDIC's  Savings  Association  Insurance 
Fund  is  nowhere  near  being  fully  capitalized.  Nevertheless,  on  July 
1,  1995,  responsibility  for  the  cost  of  any  thrift  failures  will  shift 
from  the  RTC  to  the  SAIF.  During  the  course  of  this  hearing,  I'll 
be  particularly  interested  in  hearing  about  whether  the  SAIF  is 
capitalized  enough  to  handle  the  cost  of  future  thrift  failures. 

Thank  you,  Mr,  Chairman. 

The  Chairman.  I  will  stay  away  from  the  area  of  questioning  and 
leave  that  to  my  distinguished  colleague  from  Tennessee.  But  that 
is  an  area  that  we  would  certainly  like  to  explore. 

Mr.  Ryan. 

OPENING  STATEMENT  OF  JOHN  [JACK]  E.  RYAN 

DEPUTY  AND  ACTING  CHIEF  EXECUTIVE  OFFICER 

RESOLUTION  TRUST  CORPORATION 

MEMBER,  THRIFT  DEPOSITOR  PROTECTION  OVERSIGHT 

BOARD,  WASHINGTON,  DC 

Mr.  Ryan.  Thank  you,  Mr.  Chairman. 

Good  morning,  Mr.  Chairman  and  Members  of  the  Committee. 

I  appreciate  the  opportunity  to  present  this  report  on  the  oper- 
ations of  the  RTC.  In  6  months,  the  RTC  will  close  its  doors. 

The  RTC  was  created  in  1989  to  honor  the  Federal  deposit  insur- 
ance obligation  to  depositors  in  failed  savings  and  loans;  to  maxi- 
mize recoveries  from  the  disposition  of  assets  held  by  those  failed 
institutions;  and  to  pursue  wrong-doers  responsible  for  the  failures 
in  order  to  recover  funds  for  the  taxpayers. 

This  is  a  challenging  mission  and  as  you  noted,  it's  in  some  in- 
stances, not  a  popular  one. 
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The  magnitude  of  the  task  given  to  the  RTC  needs  to  be  put  into 
perspective.  One  observer  noted  that  the  RTC,  at  its  peak,  was  re- 
sponsible for  administering  an  asset  base  larger  than  almost  any 
banking  organization  in  this  country. 

Former  Chairman  of  the  FDIC,  William  Seidman,  observed  that 
if  the  RTC  sold  $1  million  in  assets  every  day,  it  would  take  300 
years  to  sell  them  all. 

Through  the  development  and  use  of  techniques  such  as 
securitization  of  loans,  open-cry  auctions,  equity  participations  in 
nonperforming  loans,  bulk  sales,  et  cetera,  the  RTC  was  able  to  dis- 
pose of  much  of  its  asset  inventory  quickly  and  still  receive  market 
prices,  as  the  overall  recovery  rate  of  87  cents  on  the  dollar  will 
attest. 

Although  the  RTC  is  proud  of  its  accomplishments,  we  readily 
admit  that  mistakes  were  made.  Some  were  serious  and  expensive, 
others  were  unexplainable  and  embarrassing.  The  RTC  was  a 
startup  agency  which  was  handed  262  failed  institutions  the  day 
it  came  into  existence.  The  size  of  the  task  and  the  amount  of  work 
outran  the  controls,  systems  policies,  and  procedures  which  could 
not  be  developed  and  implemented  fast  enough  to  keep  pace  with 
the  workload.  Problems  were  patched  up  as  they  arose  and  there 
was  little  opportunity  to  address  them  fundamentally. 

Congress  recognized  the  situation  and,  as  a  condition  to  the  ap- 
proval of  additional  funding,  required  the  RTC  to  implement  spe- 
cific management  reforms.  The  reforms  mandated  by  Congress  in 
the  Completion  Act  addressed  such  critical  areas  as  the  strengthen- 
ing of  outside  contracting  procedures,  improved  internal  controls, 
and  the  appointment  of  an  audit  committee. 

There  were  21  constructive  management  reforms  in  all.  The  im- 
plementation of  these  reforms,  together  with  other  refinements  in 
policies  and  procedures,  played  an  important  part  in  the  RTC's  re- 
cent removal  from  the  GAO's  "high-risk"  designation.  The  improve- 
ments in  policies  and  procedures  of  the  RTC  should  help  contain 
the  inevitable  slips  that  occur  in  an  operation  of  this  size. 

In  the  months  ahead,  the  two  principal  challenges  facing  the 
RTC  are:  (1)  the  completion  of  the  aggressive  goals  set  forth  in  the 
1995  operating  plan,  and  (2)  the  orderly  transition  of  the  unfin- 
ished work  to  the  FDIC. 

The  RTC  recently  updated  its  business  plan,  which  set  forth  the 
1995  goals.  The  plan  calls  for  the  sale  of  $19  billion  in  assets  this 
year  and  projects  that  book  value  of  assets  remaining  at  year-end 
will  be  between  $8  and  $10  billion.  The  level  of  assets  remaining 
at  sunset  will  be  affected  by  the  number  of  additional  failures  that 
are  transferred  to  the  RTC  by  July  1,  1995,  the  last  date  the  RTC 
is  allowed  by  statute  to  accept  S&L  failures. 

The  Office  of  Thrift  Supervision  has  identified  four  S&L's  with 
about  $2  billion  in  assets  as  "probable  failures."  Although  it  is  un- 
certain at  this  point  how  many  will  actually  be  transferred  to  the 
RTC,  that  uncertainty  will  obviously  be  removed  in  a  matter  of 
days. 

In  addition  to  the  sale  of  assets,  the  RTC  has  set  other  priorities 
for  the  year's  operation  in  anticipation  of  sunset.  A  review  of  the 
status  of  the  247  PLS  cases  that  are  currently  on  file  is  being  done. 


Settlement  initiatives  and  strategies  are  being  evaluated  and  accel- 
erated trial  scheduling  is  being  pressed. 

The  General  Counsel  continues  to  encourage  the  rapid  prosecu- 
tion or  settlement  of  all  litigation  matters.  Most  audit  exceptions 
are  expected  to  be  cleared  up  this  year  and  large  numbers  of  con- 
tracts with  outside  vendors  need  to  be  reviewed  and  closed  out. 

One  hundred  fifty  receiverships  are  expected  to  be  approved  for 
termination  and  about  1,000  subsidiaries  are  expected  to  be  dis- 
solved. 

The  RTC  files  and  records  will  be  reviewed  to  ensure  that  they 
are  current  and  transactions  are  well-documented.  Completion  of 
these  tasks  is  crucial  to  a  smooth  and  efficient  transition  to  the 
FDIC. 

In  addition,  the  RTC  is  working  closely  with  the  FDIC  to  ensure 
that  it  has  adequate  funding  in  the  form  of  a  contingency  reserve, 
to  complete  the  RTC's  work,  should  unexpected  events  occur. 

Planning  for  the  transition  of  the  remaining  work  to  the  FDIC 
is  proceedmg  in  tandem  with  the  effort  to  achieve  the  1995  goals 
discussed  above.  From  management's  perspective,  perhaps  the 
greatest  challenge  facing  the  RTC  as  it  heads  toward  sunset  is 
maintaining  sufficient  staff  strength  to  complete  this  work.  With- 
out the  expertise,  experience,  and  institutional  knowledge  of  key 
RTC  staff,  these  1995  goals  will  be  extremely  difficult,  if  not  impos- 
sible, to  meet.  Moreover,  the  retention  and  dedication  of  key  staff 
is  also  essential  to  the  maintenance  of  continuity  and  control  of  ini- 
tiatives involving  billions  of  dollars  that  are  currently  underway. 

For  those  reasons,  we  have  targeted  most  of  the  major  initiatives 
for  the  second  and  third  quarters  of  1995,  and  have  an  understand- 
ing with  the  FDIC  that  employees  will  be  temporarily  detailed  to 
the  RTC,  if  needed. 

Furthermore,  in  an  effort  to  provide  as  much  certainty  to  employ- 
ees as  possible,  the  Transition  Task  Force,  which  the  Committee 
will  hear  from  later,  dealt  with  key  personnel  issues  as  one  of  its 
first  set  of  recommendations  which  were  adopted  by  the  FDIC  and 
the  RTC. 

The  closing  of  an  agency  the  size  of  the  RTC  and  the  transfer  of 
its  remaining  complex  business  affairs  to  another  agency  is  an 
enormous  and  complicated  undertaking.  The  fact  that  RTC  ernploy- 
ees  are  being  transferred  with  the  work  helps  ensure  a  continuity 
and  familiarity  that  would  otherwise  be  lost  and  would  make  the 
task  infinitely  more  complicated  and  risky. 

Even  with  the  transfer  of  some  RTC  personnel,  the  merger  is  dif- 
ficult enough  and  is  being  approached  with  extreme  care  and  for- 
ward planning.  The  Transition  Task  Force  spends  countless  hours 
ensuring  that  nothing  is  overlooked  in  each  element  of  the  transi- 
tion process. 

As  required  by  statute,  the  Transition  Task  Force  submitted  a 
detailed  report  to  Congress  on  December  28,  1994,  outlining  the 
phased  strategy  being  employed  in  the  transition  process.  The  GAO 
has  reviewed  the  transition  process  and  has  indicated  that  it  is 
well  thought  out  with  no  major  gaps  or  omissions. 

A  second  report  to  Congress  further  updating  the  transition  proc- 
ess is  due  on  July  1,  1995,  and  the  Committee  will  be  getting  a  re- 
port from  the  Task  Force  as  part  of  this  oversight  hearing. 
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As  we  approach  our  last  few  months,  the  RTC  will  continue  to 
work  to  protect  the  taxpayers'  interests  as  it  completes  the  com- 
plicated task  of  moving  the  remainder  of  the  work  to  the  FDIC. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you. 

Senator  Bond,  do  you  have  a  statement  that  you  would  like  to 
offer  at  this  time? 

OPENING  COMMENTS  OF  SENATOR  CHRISTOPHER  S.  BOND 

Senator  Bond.  Thank  you  very  much,  Mr.  Chairman. 

I  apologize  that  other  meetings  required  me  to  be  late  for  this 
one.  I  looK  forward  to  hearing  from  the  rest  of  the  witnesses.  But 
I  do  think  we  have  seen  tremendous  dedication  and  effort  on  behalf 
of  the  people  of  the  RTC.  The  recoveries  have  been  very  significant. 
It's,  I  think,  a  tribute  to  the  professionalism,  skill,  dedication,  and 
integrity  of  those  people.  We  know  that  the  responsibility  will  be 
transferred,  even  though  the  RTC  itself  will  go  out  of  existence. 

I  thank  you  for  the  opportunity  to  hear  the  witnesses. 

The  Chairman.  Ms.  Heifer. 

OPENING  STATEMENT  OF  RICKI  TIGERT  HELFER 

CHAIRMAN,  FEDERAL  DEPOSIT  INSURANCE  CORPORATION 

MEMBER,  RTC  THRIFT  DEPOSITOR  PROTECTION 

OVERSIGHT  BOARD,  WASHINGTON,  DC 

Ms.  Helfer.  Thank  you,  Mr.  Chairman. 

I  am  pleased  to  appear  before  you  to  discuss  today  the  transfer 
of  the  remaining  work  of  the  Resolution  Trust  Corporation  to  the 
Federal  Deposit  Insurance  Corporation  at  the  end  of  this  year. 

In  the  interest  of  time,  I  have  a  statement  to  submit  for  the 
record.  This  morning,  I  will  touch  on  just  a  few  important  points. 

Agency  officials  have  been  preparing  for  the  transfer  of  respon- 
sibility and  the  assignment  of  RTC  personnel  to  the  FDIC  since 
early  1992,  when  the  management  of  the  FDIC  and  the  RTC  took 
steps  to  implement  restrictions  on  the  hiring  of  permanent  employ- 
ees at  the  two  agencies. 

Virtually  all  employees  hired  since  that  time  have  received  tem- 
porary appointments.  Currently,  about  30  percent  of  FDIC  employ- 
ees and  about  75  percent  of  RTC  employees  hold  temporary,  time- 
limited  appointments. 

Two  factors  have  influenced  our  preparation  for  the  transition. 

The  first  factor  is  the  necessity  to  shape  the  FDIC  work  force  to 
meet  the  demands  of  the  future.  The  financial  health  of  the  bank- 
ing industry  has  improved  dramatically  in  the  last  3  years.  This 
improvement  affects  both  the  number  of  people  the  FDIC  needs 
and  what  jobs  they  do.  Failed  bank  assets  under  FDIC  manage- 
ment dropped  from  a  peak  of  about  $44  billion  in  1992,  to  about 
$14  billion  currently.  In  response,  we  are  reducing  our  staffing 
from  about  15,600  at  the  peak  in  the  mid-1993,  to  just  under 
10.000  at  the  end  of  this  year.  In  other  words,  the  FDIC  staff  size 
will  decline  36  percent  over  the  2^2  year  period  between  mid- 1993 
through  1995. 

We  are  reorienting  the  FDIC  from  an  agency  that  resolves  bank 
failures  to  an  agency  that  helps  banks  stay  open  and  operate  safely 
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and  soundly  by  identifying  and  assessing  risks  to  the  insurance 
funds. 

As  part  of  that  reorientation,  the  first  strategic  plan  in  the  61- 
year  history  of  the  FDIC  was  adopted  by  the  Board  in  April,  and 
an  operating  plan  is  nearing  completion  in  time  for  our  mid-year 
budget  review.  These  plans  will  provide  the  bases  for  future  staff- 
ing decisions. 

We  are  determining  the  level  at  which  workload  at  the  FDIC  can 
be  expected  to  remain  constant  over  time,  without  regard  to  eco- 
nomic and  other  changes  affecting  the  banking  or  thrift  industry. 
This  workload  will  then  be  related  to  a  core  staffing  level  for  each 
division  and  office,  thus  providing  a  baseline  for  permanent  work- 
force. 

Staffing  imbalances  within  the  FDIC,  including  those  that  may 
occur  in  the  transfer  of  RTC  work  to  the  FDIC,  will  be  identified 
and  addressed,  although  it  is  important  to  remember  that  a  sub- 
stantial amount  of  residual  RTC  work  will  be  transferred  to  the 
FDIC  at  year-end,  including  at  least  $8  billion  in  unsold  assets. 

We  will  work  to  ensure  that  RTC  employees  with  permanent  em- 
ployment rights  are  assigned  to  positions  within  the  FDIC  for 
which  they  are  qualified  and  where  their  skills  are  most  needed  to 
achieve  the  corporation's  objectives.  About  900  RTC  employees  with 
permanent  employment  rights  have  already  been  assigned  to  the 
FDIC  and  about  1,300  employees  with  those  rights  are  scheduled 
to  be  assigned  to  the  FDIC  by  the  end  of  the  year. 

Legal  requirements  represent  the  second  factor  shaping  our  prep- 
aration. In  particular,  the  RTC  Completion  Act  of  1993  required 
the  formation  of  a  Transition  Task  Force  made  up  of  FDIC  and 
RTC  senior  representatives  to  plan  for  the  orderly  transfer  of  RTC 
operations  to  the  FDIC  at  year-end.  The  Task  Force,  in  operation 
since  February  1994,  will  make  a  progress  report  to  the  Congress 
on  July  1,  1995,  on  its  review  of  29  management  reforms  and  en- 
hancements for  the  RTC,  on  its  review  of  some  63  automated  sys- 
tems and  76  best  practices  of  the  two  agencies  in  the  resolution  of 
failed  financial  institutions  and  in  the  disposition  of  those  assets. 

On  January  1,  1996,  the  FDIC  is  required  to  report  to  the  Con- 
gress its  responses  to  the  recommendations  of  the  Task  Force.  Task 
Force  members  are  here  today  to  testify  before  you. 

In  conclusion,  Mr.  Chairman,  preparation  for  the  transfer  of  RTC 
work  remaining  at  year-end  is  proceeding.  I  look  forward  to  your 
questions  and  to  working  with  you  and  the  other  members  of  the 
committee  on  these  significant  issues. 

Thank  you. 

The  Chairman.  Thank  you.  Mrs.  Heifer,  when  the  GAO  audited 
the  FDIC's  1994  financial  statement,  it  highlighted  a  number  of 
significant  deficiencies  in  the  FDIC's  internal  controls.  Given  the 
billions  of  dollars  of  RTC  contracts,  what  is  the  FDIC  doing  to  im- 
prove its  efforts  in  this  area?  Let  me  leave  you  with  another  con- 
cern. 

As  I  mentioned  before,  the  FDIC  has  714  lawyers  and  it  will  be 
getting  approximately  250  more  from  the  RTC.  How  do  you  plan 
to  utilize  these  lawyers  in  the  face  of  the  reliance  on  outside  coun- 
sel? We  see  that  as  a  serious  issue. 
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Ms.  Helper.  Absolutely.  Mr.  Chairman,  to  answer  your  first 
question,  with  respect  to  the  GAO  audit,  the  GAO  identified  sev- 
eral areas  in  which  it  felt  the  FDIC  needed  to  make  some  improve- 
ments in  its  systems,  in  its  internal  controls,  as  you  have  indicated. 

I  instituted  procedures  at  the  FDIC  to  monitor  specifically  the 
ways  in  which  the  FDIC  will  respond  not  only  to  the  GAO's  com- 
ments, but  to  any  issues  that  are  found  in  connection  either  with 
GAO  or  IG  reports,  on  any  matter,  to  make  certain  that  we  are  in 
fact  following  up  and  complying  with  those  concerns. 

One  of  the  purposes  of  developing  the  strategic  plan  for  the  agen- 
cy was  to  identify  5  years  down  the  road  what  the  FDIC  should 
look  like  and  how  it  will  meet  its  responsibilities,  and  then  to  de- 
velop a  companion  operating  plan  that  allows  us  to  implement  on 
a  day-to-day  basis  for  the  next  12  months  all  of  the  changes  that 
need  to  be  made  in  the  structuring  of  the  agency  to  assure  that  we 
meet  our  statutory  responsibilities  clearly  and  definitively.  This  is 
an  ongoing  effort.  It's  one  that  I've  given  an  enormous  amount  of 
my  own  attention  to  and  the  attention  of  the  senior  staff  of  the 
FDIC,  and  we  will  continue  to  do  that. 

With  respect  to  the  lawyers  at  the  FDIC,  and  the  use  of  outside 
counsel,  you  indicated  in  your  opening  remarks,  Mr.  Chairman  that 
approximately  40  percent  of  the  FDIC's  legal  work  is  done  with 
outside  counsel.  That  is  approximately  the  correct  number  right 
now. 

I  will  say  that  there  has  been  a  decline  significantly  in  the  use 
of  outside  counsel  from  a  peak  in  1990  of  about  $248  million  spent 
on  outside  counsel  to  the  $80  million  that  you  point  to  last  year. 

I  will  also  say  that  I  am  concerned  about  the  numbers  that  you 
have  described.  One  of  the  reasons  that  we  are  looking  at  core 
staffing  needs  of  the  FDIC,  not  only  in  the  legal  area,  but  in  every 
area,  pursuant  to  both  the  strategic  and  operating  plans,  is  to  iden- 
tify the  numbers  that  we  need  to  meet  our  responsibilities  and  then 
determine  how  we  will  in  fact  deal  with  any  that  we  have  identi- 
fied that  down  the  road  we  will  not  need. 

I  will  say  that  it  is  true  that  the  legal  work  connected  with  bank 
failures  generally  has  a  2-  to  3-year  lag  time  because  of  the  time 
it  takes  to  do  the  investigations  and  to  follow  up  in  court. 

But  I  have  asked  that  our  General  Counsel,  William  Kroner,  who 
came  on  board  in  Januarv,  accelerate  the  review  of  all  outstanding 
cases,  speed  up  the  conclusion  of  cases,  and  get  as  many  of  these 
cases  behind  us  as  possible. 

In  the  end,  I  agree  with  you.  We  will  need  to  look  to  additional 
downsizing  at  the  FDIC  in  a  number  of  areas.  And  that  is  why  we 
are  currently  looking  at  core  staffing  levels. 

The  Chairman.  Let  me  leave  with  you  another  concern. 

The  RTC  has  had  a  more  successful  rate  as  it  relates  to  the  sell- 
ing of  assets  than  FDIC.  The  FDIC  inventory  has  been  kept  for 
much  longer  periods  of  time,  and  I  would  just  leave  this  with  you, 
that  that  is  a  very  real  concern,  as  you  have  this  further  transfer 
of  assets.  I  understand  that  you're  going  to  be  looking  at  this.  But 
understand  that  we  are  concerned  about  that. 

Ms.  Helper.  If  I  could  just  quickly,  Mr.  Chairman,  make  one 
comment  as  to  those  numbers  because  I  looked  at  those  numbers 
and  asked  the  same  questions  that  you're  asking.  It  turns  out  that 
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what  we  may  very  well  be  comparing  are  apples  and  oranges.  That 
is,  the  time  at  which  an  institution  judges  the  book  value,  the 
value  of  the  assets  for  purposes  of  later  determining  the  recovery 
rates  on  failed  institutions. 

I  asked  our  Division  of  Research  and  Statistics  in  fact  to  analyze 
that  number.  It  has  taken  the  gross  assets  received  by  both  agen- 
cies at  the  time  of  an  institution's  failure  and  then  looked  to  see 
what  the  costs  were  for  resolving  in  the  aggregate  those  failures. 
Our  figures  show  that  during  the  failure  period,  from  1986  to  1994, 
for  the  FDIC,  our  loss  rates  were  on  the  order  of  12.9  percent,  on 
average,  and  the  RTC's  loss  rates  were  on  the  order  of  about  22 
percent,  on  average. 

So  we  will  be  glad  to  discuss  with  your  staff  and  to  provide  the 
committee  with  additional  information  on  those  numbers  to  make 
certain  that  we're  all  talking  about  the  same  numbers. 

I  will  quickly  add  that  our  experience  in  resolving  the  thrifts  that 
we  were  asked  to  deal  with  that  were  pre- 1989  RTC  thrift  resolu- 
tions in  the  FSLIC  Resolution  Fund,  is  that,  generally  speaking, 
the  S&L's  were  in  worse  condition  by  the  time  they  got  to  resolu- 
tion than  the  banks  were,  and  therefore,  they  were  difficult  to  re- 
solve. 

Moreover,  as  Mr.  Ryan  has  already  pointed  out,  he  received  some 
262 — the  RTC  received  some  262  failed  thrifts  on  its  doorstep  the 
day  it  opened  its  doors.  Having  to  resolve  an  institution  that's  gone 
into  conservatorship,  which  means  it's  probably  already  lost  value 
during  that  period,  does  cost  additional  money  as  well. 

The  Chairman.  Thank  you. 

Chairman  Greenspan,  today,  the  world  is  anxiously  looking  for- 
ward to  the  speech  you  will  be  delivering  this  evening  in  New  York 
at  the  Economic  Club. 

Mr.  Chairman,  what  economic  indicators  will  the  Federal  Re- 
serve look  for  in  determining  whether  to  lower  interest  rates  in  the 
next  month? 
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Mr.  Greenspan.  Mr.  Chairman,  I  wouldn't  explain  this  in  the  de- 
tail which  I  hope  will  be  comprehensive  because  if  I  say  something 
which  you  understand  fully  in  this  regard,  I  probably  made  a  mis- 
take. 

[Laughter.] 

But  in  all  seriousness,  while  it  is  certainly  the  case  that  we  look 
at  a  wide  variety  of  indicators,  our  real  interest  is  in  trying  to 
evaluate  the  process  that  the  economy  is  going  through,  to  try  to 
understand  what  the  underlying  economic  forces  are  and  how  they 
are  evolving. 

Individual  statistics  are  sort  of  interesting  guideposts  as  to  how 
that  process  is  evolving,  but  looking  at  individual  statistics  doesn't 
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tell  you  what  the  process  is.  I  think  it  is  somewhat  misleading  if 
I  were  to  give  you  a  list  of  types  of  things  we  would  or  would  not 
be  looking  at  because  it  would  imply  that  there's  something  we  see 
that  is  all-revealing  with  respect  to  a  specific  statistic,  and  that  fac- 
tually really  is  not  the  way  it  works  and  it's  not  the  way  it  should 
work.  So  I  don't  wish  to 

The  Chairman.  We  were  trying  to  get  a  peek  at  that  speech. 

[Laughter.] 

Mr.  Greenspan.  Well,  in  one  sense,  Mr.  Chairman,  I  can't  wait 
to  hear  what  I  am  going  to  have  to  say  myself. 

[Laughter.] 

The  Chairman.  Senator  Mack. 

Senator  Mack.  Thank  you,  Mr.  Chairman. 

Mr.  Ryan,  I  am  going  to  direct  this  question  to  you,  but  it  may 
be  that  someone  else  will  want  to  respond. 

I  think  you  said  that  there  would  be  $8  billion  in  assets  and  it's 
estimated  there  are  four  institutions,  probably  with  $2  billion  in  as- 
sets that  will  be  transferred  at  the  end  of  this  year  to  the  FDIC. 
My  question  is,  what  other  problems  could  be  out  there?  I  am 
thinking  of  the  FICO  bonds,  the  REFCOR  bonds,  credit  enhance- 
ment for  securitized  assets,  the  hard-to-sell  assets.  What  other 
kinds  of  things  should  we  be  focused  on  and  what  are  the  sources 
of  the  funds  to  deal  with  those  issues? 

Mr.  Ryan.  Let  me  address  the  first  point  first,  and  that  is  that 
if  we  receive  additional  failures  from  the  OTS  prior  to  June  30, 
which  is  the  last  day  by  statute  that  the  RTC  accepts  failed  thrifts, 
the  RTC  will  proceed  immediately  to  resolve  those  failed  thrifts. 
That  is  why  the  range  that  I  gave,  between  $8  and  $10  billion,  at 
year-end,  partially  depends  on  how  many  additional  failures  we're 
going  to  get  between  now  and  the  end  of  June.  As  I  observed,  that's 
only  days  away.  So  that  mystery  should  be  resolved  fairly  quickly. 

When  we  reserve  under  our  accounting  principles  for  anticipated 
losses,  we  reserve  not  only  for  those  institutions  that  we  have  on 
hand,  but  also  for  those  that  we  anticipate  getting. 

So  when  we  prepare  our  annual  report,  which  will  be  coming  out 
shortly,  there  will  be  a  factor  in  our  reserves,  in  the  $90  billion 
that  we  mentioned,  that  will  cover  the  probable  failures  that  we 
have  been  advised  of  by  the  OTS.  Now  that's  an  estimate. 

We  expect  to  be  able  to  resolve  these  institutions,  if  we  get  them 
fairly  quickly.  We  have  looked  at  the  assets.  We  have  targeted 
some  of  the  sales  strategies  that  we  might  use  to  dispose  of  those 
assets.  Now  we  haven't  been  in  those  institutions  and  we  haven't 
done  the  due-diligence,  but  we  have  looked  at  the  reports  and  we 
think  that  we  can  dispose  of  those  assets  fairly  quickly. 

Senator  Mack.  What  about  the  other  issues  that  I  raised? 

Mr.  Ryan.  The  other  issues  relate  to,  I  think,  our  attempt  to  try 
to  have  a  contingency  reserve  to  cover  unanticipated  additional 
costs. 

The  securitization  reserve — for  example,  we  have  issued  some 
$40  billion  in  securities — those  amounts  have  been  paid  down  to 
about  $22  billion,  I  think  the  latest  numbers.  There's  about  $6.4 
billion  in  reserves  that  have  been  posted  for  those  potential  liabil- 
ities. 
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We  expect,  under  our  current  accounting  scheme,  to  get  back  all 
but  about  $1.7  billion,  which  has  been  booked  as  additional  losses 
on  our  books.  We  recognize  $1.7  billion  of  that  $6  billion  as  a  loss. 
Some  of  our  securities  involve  the  sale  of  multifamily  loans  in  Cali- 
fornia and  the  delinquency  rate  on  those  loans  has  been  increasing. 

If  our  estimate  is  off,  if  those  loans  result  in  higher  losses,  for 
example,  than  we're  estimating,  then  the  $1.7  billion  that  we  have 
booked  won't  be  enough.  It's  very  difficult  at  this  point,  even 
though  it's  our  very  best  estimate  and  it's  our  likely  estimate,  to 
know  precisely  what  that  number  is  going  to  be  because  we  don't 
know  where  the  economy  is  going  to  be  and  we  don't  know  how 
those  loans  are  going  to  perform  in  the  future  because  they  were 
very  badly  underwritten  in  the  first  place.  They  were  not  good 
loans  to  begin  with,  not  prime  loans  to  begin  with. 

So  we  have  those  kinds  of  uncertainties,  and  we  have  got  other 
assets  that  are  tied  up  in  litigation,  bankruptcy,  and  we  can't  get 
control  of  those  assets  to  sell  them.  We  have  got  some  assets  that 
are  impacted  by  environmental  concerns.  Although  we  have  tried 
to  quantify  what  our  ultimate  exposure  is  and  we  believe  that  we 
have  some  51  assets  where  the  remediation  costs  on  the  environ- 
mental problems  will  exceed  the  appraised  value  of  the  asset  and 
we  expect  that  the  remediation  costs  less  appraised  value  in  those 
cases  will  run  in  the  neighborhood  of  $75  million,  something  like 
that,  $30  to  $75  million.  Tne  costs  could  be  higher. 

There's  a  lot  of  uncertainty  as  we  try  to  deal  with  the  bottom  of 
the  barrel,  as  it  were,  of  assets  that  are  left. 

Our  reserves  have  been  established  and  we  have  been  fairly  ac- 
curate over  the  years  on  predicting  what  our  losses  are  going  to  be, 
but  the  remaining  assets  are  a  different  mix. 

Senator  Mack.  When  this  transfer  takes  place,  is  there  going  to 
be — will  the  FDIC  be  assuming  greater  risks,  potential  losses?  You 
might  want  to  respond  to  that? 

Ms.  Helper.  Sure.  The  FDIC  will  be  assuming  the  assets  that 
remain  at  the  sunset  date  at  the  end  of  the  year  of  about  $8  billion, 
as  manager  of  the  FSLIC  Resolution  Fund. 

That  fund  is  the  subject  of  appropriated  funds  and  there  is  the 
continuing  exposure  that  the  FDIC  will  have  as  manager  of  the 
fund  to  those  assets  that  remain  and  to  the  problems  of  resolving 
them.  For  example,  some  of  the  assets  have  environmental  hazards 
on  them.  In  the  case  of  five  properties,  there  are  significant  envi- 
ronmental hazards. 

So  what  we're  trying  to  do  right  now  through  the  joint  coopera- 
tive effort  of  both  the  FDIC  and  the  RTC  is  to  identify  which  assets 
are  likely  to  remain  at  the  end  of  the  year,  how  much  it's  likely 
to  cost  to  resolve  those  assets,  and  in  taking  account  of  that,  of 
those  costs,  what  level  of  reserves  and  allowances  are  necessary 
under  generally  accepted  accounting  principles  in  order  to  resolve 
those  assets  going  forward  out  of  the  funds  that  have  been  appro- 
priated? 

The  RTC/FDIC  staff  expects  to  report  their  conclusions  in  this 
area  to  the  Oversight  Board  in  September. 

Senator  Mack.  I  want  to  ask  one  additional  question  with  re- 
spect to  the  managing  of  assets  and  the  sale  of  those  assets,  and 
again,  this  is  kind  of  general  in  nature. 
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But  one  of  the  things  that  Senator  Bond  and  I  will  be  dealing 
with  over  the  next  several  months  is  an  issue  out  of  HUD  which 
has  to  do  with  mark-to-market,  which  could  involve — I  think  the 
portfolio  of  FHA  multifamily  is  about  $44  billion.  HUD  is  deter- 
mined that  there  is  a  need  for  a  reserve  which  they've  established 
of  approximately  $10  billion  against  those  multifamily  loans.  They 
will  go  into  the  mark-to-market  scheme  with  the  potential  loss,  I 
guess  could  be  anywhere  from  $10  billion,  maybe  to  $15  billion. 

The  question  I  have  is  should  we  be  looking  to  the  FDIC  for 
maybe  some  gn^idance  in  dealing  with  this  problem,  and  with  the 
understanding  of  the  knowledge  that's  been  gained  from  the  RTC 
over  the  years  as  to  maybe  how  this  problem  should  be  dealt  with? 
Has  there  been  any  discussion  that  you're  aware  of? 

Ms.  Helfer.  We're  looking  at  every  asset  that  is  likely  to  re- 
main, including  the  types  that  you  were  describing  to  determine 
what  the  level  of  potential  losses  and  exposures  would  be  for  re- 
serving. 

Senator  Mack.  Let  me  just  clarify.  This  is  not  RTC  now.  This  is 
FHA. 

Ms.  Helper.  No,  no.  I  understand  that. 

Senator  Mack.  OK. 

Ms.  Helper.  But  I  am  just  saying,  we  will  certainly  be  happy  to 
provide  whatever  level  of  expertise  we  have.  I  think  we  have  devel- 
oped a  certain  amount  and  we'll  have  hopefully  more  by  the  end 
of  the  summer  because  the  staff  of  both  agencies,  RTC  and  FDIC, 
are  doing  an  intensive  analysis  of  properties  like  the  type  you're 
describing  to  determine  what  the  levels  of  exposure  are.  We  would 
be  glad  to  help  in  lending  that  level  of  expertise. 

Senator  Mack.  If  I  may  just  ask  one  question  of  Chairman 
Greenspan.  Most  of  us  can't  pass  up  this  opportunity.  You  have 
said,  and  I  couldn't  quote  you,  but  you  have  said  in  tne  past  that 
you  never  really  worried  that  the  Congress  would  cut  too  much  too 
soon.  Are  you  still  comfortable  in  that  statement? 

Mr.  Greenspan.  Yes,  sir. 

[Laughter.] 

Senator  Mack.  Thank  you.  That's  all  I  wanted  to  hear. 

[Laughter.] 

The  Chairman.  That's  quite  a  statement  to  get  from  the  Chair- 
man. 

[Laughter.] 

Senator  Grams. 

Senator  Grams.  Thank  you  very  much,  Mr.  Chairman.  Just  a 
couple  of  brief  questions.  I  know  we're  going  to  be  covering  a  lot 
of  the  same  ground  here. 

But  Mr.  Ryan,  I  would  like  to  address  the  first  one  to  you.  It's 
estimated  that  there  could  be,  what,  between  $10  billion  and  $14 
billion  in  left-over  RTC  funds,  which  would  be  then  returned  to  the 
Treasury. 

More  often  than  not,  I  think  we  realize  that  a  lot  of  times,  most 
of  the  money  by  Government  agency  is  spent  in  the  final  months 
of  the  shutdown. 

I  was  just  wondering,  is  there  any  guidelines  or  anything  that 
you  have  tried  to  establish  as  you  begin  to  close  out  the  RTC  to 
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try  and  maximize  the  amount  of  money  that  is  going  to  be  left,  in 
accountability  to  be  left  to  the  taxpayers  put  in  motion? 

Mr.  Ryan.  We  have  drawn  $4  billion  of  the  $18.3  billion  that  was 
approved  in  the  Completion  Act.  We  believe  that  that  $4  billion 
will  probably  more  than  cover — we  have  used  most  of  it — our  an- 
ticipated expenses  and  reserves  through  sunset. 

The  only  other  unanswered  question  at  this  point  is  the  size  of 
the  contingency  reserve  that  we  have  been  talking  about.  How 
large  a  reserve  do  we  need  to  ensure  that  as  the  RTC/FDIC  fin- 
ishes this  work,  that  there  will  be  enough  funds  to  cover  the  losses? 
That  effort  is  ongoing  and  we  should  have  a  report,  by  the  group 
that  is  doing  a  lot  of  work,  a  lot  of  due  diligence,  looking  at  a  num- 
ber of  different  scenarios,  before  the  Oversight  Board  in  September 
of  this  year.  Other  than  that,  we  should  have  it  covered  as  to  re- 
serves. 

Senator  Grams.  The  highest  hurdles,  have  they  been  jumped  so 
far?  Or  what  are  your  biggest  problems  as  we  wind  down  the  RTC? 
Do  you  see  some  big  problems  yet  to  be  worked  out,  some  areas 
that  we  should  be  more  concerned  about  than  others? 

Mr.  Ryan.  As  I  mentioned  in  my  statement,  I  think  the  biggest 
challenge  that  we  face  is  that  we  have  set  a  rather  ambitious  agen- 
da for  the  rest  of  this  year  in  order  to  prepare  the  RTC  for  transi- 
tion. 

I  think  one  of  the  biggest  challenges  is  to  maintain  sufficient 
staff  strength  to  get  that  job  done.  Fully  three-fourths  of  our  staff 
are  temporary  employees  who  are  going  to  be  out  of  work  come  De- 
cember 31,  1995.  So  we  have  to  have  incentives  for  them  to  work 
very  hard  in  order  to  put  themselves  out  of  work.  Many  of  them 
are  looking  for  jobs  elsewhere,  as  you  could  well  imagine,  and  well 
they  should.  If  we  lose  too  many  key  people,  it's  going  to  be  a  real 
challenge  to  get  that  job  done.  So  far  we  have  not. 

Senator  Grams.  Mr.  Rubin,  you  mentioned  the  SAIF.  I  know  Mr. 
Frist  has  a  question  dealing  with  SAIF.  But  I  also  would  like  to 
talk  about  that.  I  know  the  SAIF  industry,  or  the  thrift  industry, 
is  on  kind  of  shaky  ground  right  now  when  you  look  at  SAIF  in 
consideration  of  BIF  and  where  the  SAIF  is  going  to  be  and  the 
points  paid  and  how  the  thrift  is  going  to  be  able  to  compete. 

You  referred  to  the  problem  and  the  Administration  was  looking 
for  ways  to  try  to  address  the  issue.  Any  specific  proposals  that  the 
Administration  is  considering  right  now  to  try  to  recapitalize  SAIF 
and  to  pay  off  the  interest  on  the  FICO  bonds? 

I  know  when  you  talk  to  the  thrift  industry,  they  want  to  be  com- 
petitive. There's  talk  of  merging  the  two  funds.  The  banks  oppose 
that.  But  is  there  something  the  Administration  has  got  in  mind 
outside  of  what  is  being  proposed  today  to  recapitalize  SAIF,  to 
make  the  thrift  as  competitive  as  it  can  be  so  that  we  don't  rim 
into  another  S&L  crisis  in  the  next  12  months? 

Secretary  RuBiN.  Senator,  I  think  you  have  raised  some  of  the 
competing  considerations.  I  would  like  to  make  a  suggestion,  if  I 
may.  We  have  spent  a  lot  of  time  thinking  about  and  talking  about 
SAIF.  We  have  also  been  speaking  with  the  staff  of  your  Commit- 
tee, as  you  probably  know,  talking  to  the  FDIC,  the  OTS. 
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My  suggestion  would  be  we  defer  that  discussion  a  little  bit  until 
we  have  had  a  better  opportunity  to  sort  this  out  amongst  all  of 
us.  Also,  we  have  talked  to  people  in  the  industry. 

Our  hope  is  that  we  can  come  together  with  some  consensus  view 
that  we  can  then  bring  back  to  this  Committee.  I  think  it  might 
be  more  readily  do-able  if  we  don't  discuss  it  in  the  public  domain 
at  this  point. 

Senator  Grams.  But  do  you  agree,  before  we  close  out  the  RTC 
or  this  chapter,  that  there  nas  to  be  some  kind  of  balance  with  the 
SAIF  and  the  FICO  bonds  to  make  the  thrifts,  at  least  put  them 
on  solid  footing  to  be  competitive,  or  do  away  with  the  industry? 

Secretary  RuBlN.  I  agree  with  the  thrust  of  what  you're  saying. 
I  think  we  need  to  do  it  as  quickly  as  we  possibly  can,  subject  to 
the  caveat  that  I  think  the  most  important  thing  is  to  get  a  good 
proposal  rather  than  a  quick  proposal.  But,  yes,  I  agree  with  you. 
We  should  do  it  as  quickly  as  we  possibly  can. 

Senator  Grams.  Thank  you  very  much,  Mr.  Chairman. 

The  Chairman.  Senator  Frist. 

Senator  Frist.  Well,  in  the  interest  of  time,  just  one  question 
and  it  will  be  coming  back  to  the  related  question,  and  the  question 
that  I  mentioned  in  my  opening  statement. 

I  guess.  Chairman  Heifer,  if  you  would  just  comment,  even  if  we 
don't  get  into  the  BIF-SAIF  differential  specifically,  whether  or  not 
you  feel  that  the  SAIF  is  adequately  capitalized,  and  elaborate  a 
little  bit  on  that,  again,  looking  to  the  future,  which  is  a  primaiy 
concern  for  me  personally  in  terms  of  looking  at  the  future  of  thrift 
failures. 

Ms.  Helper.  Certainly.  As  of  March  31,  1995,  the  SAIF  had  a 
balance  of  $2.2  billion.  That  was  more  than  $6V2  billion  under 
what  is  required  by  the  Congress  as  sufficient  reserves  for  the  Sav- 
ings Association  Insurance  Fund,  at  the  level  of  $1.25  for  every 
$100  of  insured  deposits. 

I  and  my  colleagues  at  the  FDIC  are  very  concerned  that  the 
SAIF  is  grossly  undercapitalized,  that  it  will  step  up  to  the  plate 
on  July  1,  1995,  with  the  obligation  to  begin  to  cover  the  losses 
from  failed  thrift  institutions  out  of  the  balance  in  the  SAIF,  with 
two  strikes  against  it. 

The  first  strike  is  the  gross  undercapitalization  and  the  second 
is  the  continuing  obligation  to  meet  debt  service  on  FICO  bonds, 
which  drains  45  percent  of  the  assessment  income  that  would  oth- 
erwise be  going  into  the  SAIF,  which  means  there's  a  continuing 
drain  and  diminution  on  the  balance.  It's  like  filling  a  bucket  with 
a  hole  in  the  side.  It's  very  hard  to  get  to  the  top. 

Under  relatively  optimistic  assumptions,  we  can  project  that  the 
SAIF  is  likely  to  recapitalize  at  the  level  required  by  Congress  in 
the  year  2002. 

However,  to  the  extent  there  is  a  premium  differential  between 
the  Bank  Insurance  Fund  and  the  Savings  Association  Insurance 
Fund,  and  the  FDIC  is  required  by  law  to  set  those  premiums  for 
the  funds  independently  of  each  other,  and  based  on  an  FDIC  pro- 
posal to  reduce  the  Bank  Insurance  Fund  premiums,  there  would 
be  a  19.5  premium  differential  going  forward. 

Based  on  that,  there  would  be,  of  course,  an  economic  incentive 
for  some  institutions  to  seek  to  shift  deposits  from  the  higher  cost 
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SAIF  into  the  BIF,  and  there  are  ways  in  which  that  can  be  done. 
That  leads  to  the  possibihty  of  an  increasingly  weaker  fund  that 
may  be  an  insufficient  loss-spreading  device  for  insurance  pur- 
poses. 

For  those  reasons,  we  are  concerned  about  the  issue  of  undercap- 
italization. The  failure  of  a  single  large  thrift  or  of  a  couple  of  me- 
dium-sized thrifts  could  bankrupt  the  fund.  We  are  not  currently 
predicting  that,  but  it  is  possible  and  that  is  in  the  range  of  sce- 
narios which  we  are  certainly  trying  to  take  account  of  in  develop- 
ing possible  responses  for  dealing  with  this  problem. 

Senator  Frist.  Is  that  $6  billion  undercapitalization,  that  was 
March? 

Ms.  Helper.  Yes,  March  31,  1995.  There  was  $2.2  billion  on 
March  31,  1995.  It's  about  $6.5  billion  or  $6.6  billion,  depending  on 
insured  deposit  levels  in  the  SAIF  in  terms  of  the  undercapital- 
ization level. 

Senator  Frist.  How  sophisticated  is  our  modeling  for  projecting 
out  over  the  next  7  years? 

Ms.  Helper,  It's  a  very  difficult  problem.  We  think  that  we  are 
pretty  good  at  projecting  loss  rates  for  6  months  or  even  12  months. 
We  actually  have  a  pretty  elaborate  system  at  the  FDIC  and  I 
know  the  OTS  has  a  similar  system  for  trying  to  project  loss  rates, 
both  in  the  banking  industry  and  the  thrift  industry. 

We  have  our  Division  of  Supervision  looking  at  specific  institu- 
tions, institution  by  institution,  and  we  have  two  separate  failure 
models  that  have  been  developed  by  our  Division  of  Research  and 
Statistics.  Together,  they,  with  the  Division  of  Finance,  sit  down 
once  a  quarter  to  try  to  make  a  judgment  on  the  numbers.  But  it 
is  very  difficult  more  than  12  months  out  to  be  accurate  at  project- 
ing losses. 

Senator  Frist.  You  said  the  failure  of  a  single  large  thrift.  What 
is  a  large  thrift? 

Ms,  Helper.  Well,  actually,  at  our  12  to  15  percent  loss  rate  on 
the  assets  of  failed  institutions,  you  can  multiply  out  to  see  that 
the  thrift  would  not  have  to  be  of  such  a  huge  size  to  bankrupt  the 
fund  with  a  $2.2  billion  loss. 

You're  talking  somewhere  in  the  neighborhood  of,  oh,  a  $15  bil- 
lion to  $20  billion  thrift,  which  is  actually  not  a  huge  thrift. 

Senator  Frist.  That  $2.2  billion,  that's  probably  what  it  is  today. 
A  year  from  now,  what  would  it  be? 

Ms.  Helper.  A  year  fi-om  now — we're  adding  about  one  point — 
we  receive  $1.7  billion  a  year  in  assessment  income  to  the  SAIF. 
$780  million  of  that  goes  to  service  the  FICO  bonds.  So  just  over 
$900  million  is  actually  added  to  the  balance.  We're  talking  an- 
other $3.1  billion  as  of  March  31,  1996,  assuming  the  loss  rate  is 
moderate  at  the  level  that  is  projected. 

Senator  Frist.  All  right.  Thank  you,  Mr.  Chairman, 

The  Chairman,  Senator  Bond. 

Senator  Bond.  Thank  you  very  much,  Mr.  Chairman.  I  was 
tempted  to  ask  Chairman  Greenspan  if  he  wanted  to  unclarify  any 
of  the  answers  which  he  had  given  previously.  But  I  would  like  to 
offer  an  opportunity  for  him,  if  he  has  any  guidance  for  us  from  the 
Federal  Reserve  position  on  the  problems  involved  with  the  SAIF 
fund,  the  FICO  bonds,  and  the  proposals  that  have  surfaced  around 
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here  for  either  merging  the  BIF  and  the  SAIF  funds,  or  utilizing 
some  of  the  BIF  funds  to  help  retire  the  FICO  bonds.  Has  the  Fed- 
eral Reserve  formulated  any  positions  with  respect  to  these  rather 
complicated  and  sensitive  areas? 

Mr.  Greenspan.  Senator,  obviously,  we  have  looked  at  all  of 
these  various  alternatives.  Indeed,  the  whole  structure  of  the  sys- 
tem, in  some  detail.  But  I  think  Secretary  Rubin  indicates  an  ap- 
propriate approach  to  this.  Namely,  that  there  is  a  degree  of  com- 
plexity in  this  whole  issue  that  I  think  we  must  understand  some- 
what better  and  in  more  detail. 

I  could  not  say  to  you  that  the  Federal  Reserve  at  this  particular 
stage  has  got  a  point  of  view  which  we  say  is  self-evidently  correct 
in  resolving  an  issue,  which  I  think  is  an  extremely  difficult  one, 
both  from  a  political  and  a  financial  structure  basis. 

Senator  Bond.  Well,  we  have  noticed  that  problem  and  would 
welcome  any  guidance  that  you  could  give  us  as  the  process  goes 
forward.  Both  Ms.  Heifer  and  Mr.  Ryan  touched  on  a  problem  that 
is  a  very  significant  one,  I  know,  in  several  areas.  In  my  home 
State,  the  RTC  now  owns  the  St.  Louis  Truck  Terminal,  which  I 
understand  was  appraised  at  slightly  less  than  $500,000. 

Remediation  costs  are  projected  to  exceed  $45  million.  Its  con- 
tamination is  dioxin. 

Number  one,  I  would  like  to  know  whether  this — I  think  you 
mentioned  $50  million,  Mr.  Ryan.  Does  that  include  this?  Have  you 
come  up  with  a  total  for  the  potential  environmental  remediation 
costs?  Let  me  address  that  first  to  Mr.  Ryan. 

Mr.  Ryan.  I  think  the  scenario  that  you're  referring  to  is  prob- 
ably our  highest  loss  guesstimate  for  the  St.  Louis  Truck  Terminal. 
We  looked  at  three  different  scenarios — the  high,  the  low,  and  the 
most  probable. 

The  most  probable  RTC  expenditures  on  those  five  worst-case  as- 
sets that  we  hold,  where  the  remediation  cost  exceeds  the  ap- 
praised value  of  the  assets,  range  from  $10.1  million  to  $34.3  mil- 
lion. That  includes  the  St.  Louis  Truck  Terminal  as  well. 

Senator  Bond.  So  that's  relatively  insignificant. 

Mr.  Ryan.  In  the  scheme  of  things. 

Senator  Bond.  In  the  scheme  of  things.  OK  Well,  we  had  hoped 
to  be  addressing  the  standards  for  clean-up  in  another  committee. 
I  wanted  to  know  just  how  much  of  a  problem.  Obviously,  this, 
given  the  nature  of  it,  does  not  appear  to  be  a  problem. 

Ms.  Heifer. 

Ms.  Helper.  Actually,  I  would  like  to  put  a  plug  in,  please,  for 
some  legislation  proposed  by  Chairman  D'Amato,  which  takes  a 
look  at  limiting  the  liability  of  financial  institutions  that  take  on 
properties  that  have  environmental  exposures. 

The  property  that  you  are  talking  about,  the  appraised  value  is 
about  $485,000.  The  low  estimate  for  remediation  is  $10  million. 
The  high  estimate  is  considerably  higher.  So,  sure,  in  the  scheme 
of  billions  of  dollars,  that's  a  relatively  low  number.  As  to  a  single 
piece  of  property  and  the  appraised  value  of  the  property,  that  is 
a  large  number. 

I  would  argue  as  part  of  that  legislation  as  it  was  proposed,  it 
would  cover  the  FDIC  as  receiver  and  the  kinds  of  liabilities  as  re- 
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ceiver  the  FDIC  would  also  be  asked  to  take  on.  So  I  would  urge 
Congress  to  look  again  very  closely  at  that  legislation. 

Senator  Bond.  I  am  a  cosponsor  of  that  legislation  and  I  agree 
that  that  needs  to  be  looked  at. 

Ms.  Helfer.  Yes. 

Senator  Bond.  Mr.  Ryan,  the  OIG  estimated  that  obviously  there 
are  about  $17  billion  worth  of  the  RTC's  remaining  assets  that  can 
be  deemed  hard  to  sell.  Is  there  a  cost,  an  ongoing  cost  for  ware- 
housing or  caring  for  these  assets?  Do  you  know  what  the  costs  as- 
sociated with  those  hard-to-sell  assets  may  be? 

Mr.  Ryan.  The  cost  of  selling  those  assets  and  the  principal  loss 
on  those  assets  is  already  reflected  in  our  reserves. 

Senator  Bond.  I  mean,  what  is  the 

Mr.  Ryan.  What  is  the  cost? 

Senator  Bond.  The  carrying  cost. 

Mr.  Ryan.  I  don't  have  that  number.  I  think  it's  relatively  small. 
We  borrow  from  the  Federal  Financing  Bank  at  a  good  rate,  and 
the  cost  of  carrying  those  assets  is  relatively  small.  Our  overall  cost 
on  managing  of  assets  has  been  less  than  1  percent. 

Senator  Bond.  One  quick  question  to  both  Ms.  Heifer  and  Mr. 
Ryan. 

You  have  a  substantial  data  base.  How  is  that  data  base  and  the 
expertise  going  to  be  transitioned  over  to  the  FDIC?  Any  problems 
in  making  sure  that  you  utilize  the  data  base  and  the  expertise? 

Ms.  Helper.  We  at  the  FDIC  very  much  want  to  learn  from  the 
experiences  of  the  RTC.  The  Transition  Task  Force  is  currently  re- 
viewing 28  or  29  separate  management  reforms  and  enhancements, 
63  automated  systems  of  the  type  you're  describing  that  the  RTC 
employs,  and  some  76  best  practices  to  determine  which  ones  may 
be  effectively  used  at  the  FDIC. 

I  will  also  tell  you  that  soon  after  getting  on  board  at  the  FDIC, 
I  specifically  asked  for  a  thorough  internal  review  of  all  practices 
used  with  respect  to  the  resolution  of  failed  institutions  and  the 
sale  of  assets  of  financial  institutions,  looking  not  only  at  the  FDIC 
and  the  RTC's  experience,  but  at  the  private  sector's  experience  to 
see  where  we  might  learn  from  that,  so  that  going  forward,  we  will 
actually  be  using  the  state-of-the-art  techniques. 

Senator  Bond.  Thank  you,  Ms.  Heifer. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Senator  Sarbanes. 

OPENING  STATEMENT  OF  SENATOR  PAUL  S.  SARBANES 

Senator  Sarbanes.  Thank  you  very  much,  Mr.  Chairman. 

Secretary  Rubin,  is  the  Treasury  involved  in  the  transition  of  the 
RTC  to  the  FDIC? 

Secretary  RUBDJ.  The  Treasury,  as  such,  is  not  involved.  The 
Oversight  Board  obviously  has  a  certain  involvement.  But,  no,  basi- 
cally the  Treasury  is  not  involved. 

Senator  Sarbanes.  Who  is  the  responsible  partv  for  accomplish- 
ing a  successful  transition?  Is  that  to  be  brokered  between  the  RTC 
and  the  FDIC,  or  is  there  some  responsible  party  above  that  level 
that  can  make  what  may  be  difficult  decisions  to  ensure  that  a 
transition  is  appropriately  accomplished? 
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Secretary  RuBlN.  Well,  there's  a  Transition  Task  Force  that  con- 
sists of,  if  I  recollect,  two  designees  from  the  FDIC  and  two  des- 
ignees of  the  RTC.  I  believe  that  that  was  actually  created  by  the 
RTC  Completion  Act,  or  pursuant  to  that.  They  are  overseeing  this 
process. 

The  RTC  Oversight  Board  will  in  some  respects  be  conducting  an 
overview.  But  we  do  not  have  a  responsibility,  as  such,  for  the  tran- 
sition process. 

Senator  Sarbanes.  Would  Mr.  Ryan  or  Ms.  Heifer  want  to  add 
anything  to  that? 

Ms.  Helper.  Certainly.  The  transition  efforts  at  the  FDIC  and 
the  RTC,  as  I  indicated  in  my  opening  statement,  started  well  back 
in  early  1992,  to  try  to  take  a  look  at  these  issues. 

The  Oversight  Board,  of  which  I  am  also  a  member,  obviously 
has  a  policy-making  function.  Some  of  the  issues  that  are  relevant 
to  the  transition,  such  as  the  issue  of  the  adequacy  of  the  reserves, 
are  being  reviewed  at  the  Oversight  Board  level.  That  is  a  very  sig- 
nificant policy  review. 

With  respect  to  the  day-to-day  operations,  the  RTC  Completion 
Act  charged  this  Transition  Task  Force  with  day-to-day  rec- 
ommendations and  reviews  of  a  broad  range  of  issues  involving  the 
transition.  That  has  been  ongoing  since  February  1994,  and  contin- 
ues as  we  speak. 

Secretary  Rubin.  Senator,  if  I  could  just  add  one  thing  to  that. 

In  September,  there  will  be,  as  Ms.  Heifer  said,  an  Oversight 
Board  meeting,  at  which  the  question  of  the  appropriate  level  of 
contingencies  above  reserves  will  be  raised.  We  will  have  at  that 
point  very  direct  involvement  with  respect  to  how  much  additional 
money,  if  any,  should  be  available  to  the  FDIC  for  the  assets  being 
taken  over. 

Second 

Senator  Sarbanes.  This  would  be  money  that  comes  from  what's 
been  provided  for  the  RTC.  Is  that  correct? 

Secretary  RUBIN.  That  is  correct.  It's  $18.3  billion  of  the  RTC 
Completion  Act  authorized  and  then  was  appropriated  for  this  pur- 
pose. 

One  amendment  to  the  comment  I  made  before.  The  Secretary  of 
the  Treasury  does  have  before  him  the  question  of  the  automated 
systems  from  the  RTC  that  the  FDIC  may  take  over.  There  was 
also  a  legislated  judgment  made  that  the  Oversight  Board  and  the 
Secretary  should  not  get  involved  in  day-to-day  management  mat- 
ters and  therefore,  shouldn't  be  involved  in  the  kinds  of  manage- 
ment processes  that  the  FDIC  might  decide  to  take  over  from  the 
RTC. 

Senator  Sarbanes.  Mr.  Ryan,  do  you  want  to  add  anything? 

Mr.  Ryan.  I  would  simply  observe  that  we  have  had  a  large  num- 
ber of  people  from  both  agencies  looking  at  each  of  the  operations 
of  both  agencies  to  make  sure  they  mesh,  to  make  sure  that  the 
assets  that  are  being  transferred  are  transferred  in  a  way  so  that 
nothing  is  lost,  so  that  the  transition  can  move  smoothly,  and  so 
that  our  people  are  treated  fairly  and  equitably  when  they  get  back 
to  the  FDIC.  This  effort  has  been  going  on  since  the  February  1, 
1994. 
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Senator  Sarbanes.  Now  the  GAO  has  apparently  identified  three 
areas  with  respect  to  risks  in  the  transition — asset  disposition 
practices,  contracting  activities,  and  information  systems.  First  of 
all,  do  the  two  of  you  agree  that  those  are  areas  in  which  there  are 
transition  risks? 

Ms.  Helper.  Absolutely.  We  want  to  make  certain  there  aren't 
any  gaps  and  that  things  go  smoothly  in  those  areas. 

Senator  Sarbanes.  Is  the  FDIC  going  to  continue  the  RTC  prac- 
tices in  these  areas  or  change  them?  Do  you  know  yet? 

Ms.  Helper.  We  don't  know  yet.  Right  now,  the  RTC/FDIC  Tran- 
sition Team  is  looking  at  some  29  management  reforms,  63  sepa- 
rate automated  systems,  and  76  separate  best  practices. 

We'll  be  making  a  report  to  Congress  on  these  issues  on  July  1. 
The  FDIC  is  charged  with  responding  to  those  recommendations  by 
January  1.  The  Secretary  of  the  Treasury,  as  Secretary  Rubin  indi- 
cated, has  a  separate  responsibility  to  review  the  automated  sys- 
tems and  essentially  suggest  which  ones  the  FDIC  should  adopt 
going  forward  with  respect  to  the  asset  disposition  functions. 

Senator  SARBA^fES.  What's  going  to  happen  to  the  personnel  of 
the  RTC? 

Mr.  Ryan.  About  75  percent  of  the  RTC  staff  are  temporary  em- 
ployees. Almost  all  of  them  will  be  out  of  work  come  the  end  of  the 
year.  There  are  a  few,  some  257  or  so,  that  have  term  dates  that 
move  into  1996.  Those  people  were  hired  when  the  sunset  date  of 
the  RTC  was  anticipated  to  be  December  31,  1996.  But  all  of  their 
term  appointments  expire  before  the  end  of  1996.  So  75  percent  of 
the  people  will,  in  all  likelihood,  be  out  of  work. 

I  might  say  that  our  personnel  staff  has  been  working  very  hard, 
holding  job  fairs,  having  seminars  on  job  finding,  job  location.  We 
have  been  trying  very  hard  to  place  our  people,  to  prepare  them  for 
this.  It  isn't  completely  unexpected  on  their  part.  They  knew  that 
they  were  going  to  be  term  employees  when  thev  signed  up. 

Senator  Sarbanes.  Well,  now,  the  FDIC  will  be  picking  up  re- 
sponsibilities it  does  not  now  have.  Is  that  correct? 

Ms.  Helper.  That's  correct. 

Senator  Sarbanes.  From  the  RTC. 

Ms.  Helper.  We  will  be  taking  assets  that  remain  at  sunset  to 
dispose  of  those  assets,  about  $8  billion  worth. 

Senator  Sarbanes.  You  will  be  monitoring  some  of  the  Govern- 
ment's interest  in  RTC  equity  partnerships,  too,  won't  you? 

Ms.  Helper.  Absolutely.  There  are  a  series  of  transition  issues 
that  we  will  have  to  deal  with.  There  will  be,  oh,  some  700  con- 
tracts that  are  likely  to  be  continued,  but  1,400  that  have  to  be 
closed  out.  Some  350  separate  audits  that  have  to  be  completed. 
We  have  somewhere  in  the  neighborhood  of  450  to  600  subsidiaries 
in  joint  venture  investments  that  we  will  need  to  monitor.  Probably 
somewhere  on  the  order  of  45  separate  equity  partnerships. 

Senator  Sarbanes,  Well,  where's  the  personnel  coming  from  in 
order  to  do  this? 

Ms.  Helper.  About  twenty 

Senator  Sarbanes.  The  FDIC  has  the  personnel  now  to  do  its 
FDIC  activities,  and  now  you're  going  to  pick  up  activities  that  the 
RTC  has  been  doing. 

Ms.  Helper.  Yes. 
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Senator  Sarbanes.  Are  you  going  to  do  that  with  your  existing 
personnel,  with  additional  personnel,  or  is  the  work  in  that  area 
going  to  suffer  from  lack  of  personnel  to  do  it?  What's  going  to  hap- 
pen? 

Ms.  Helper.  We  certainly  would  not  expect  the  work  to  suffer 
from  lack  of  personnel.  The  FDIC  is  facing  a  vastly  improved  bank- 
ing industry  and  has,  in  fact,  been  downsizing  its  own  staff,  it  has 
reduced  its  staff  by  25  percent  in  the  last  6  quarters,  by  36  percent 
at  the  end  of  the  year  over  a  2V2  year  period. 

Twenty-five  percent  of  the  current  RTC  staff  have  re-employ- 
ment rights  at  the  FDIC.  We  would  expect  that  the  work  of  the 
RTC  that  comes  over  will  be  done  largely,  but  not  exclusively,  by 
RTC  employees  who  have  re-employment  rights.  There  will  be,  of 
course,  some  additional  work  which  FDIC  employees  will  also  take 
part  in. 

As  part  of  our  whole  strategic  planning  and  operating  planning 
effort,  we  are  identifying  precisely  what  those  responsibilities  are 
and  identifying  core  and  additional  staff  necessary  to  meet  those 
responsibilities  going  forward,  and  that  effort  is  going  on  right  now. 

The  CHAraMAN.  Mr.  Fiechter,  I  don't  want  you  to  be  here  with 
no  one  asking  you  questions. 

[Laughter.] 

I  have  just  one  question  for  you.  How  many  potential  thrift  fail- 
ures do  you  foresee  in  the  near  future?  What  would  you  highlight 
as  the  thrift  industry  weakness  or  problem? 

Mr.  Fiechter.  Well,  we  obviously  have  the  June  30-July  1  date 
facing  us.  As  I  believe  Mr.  Ryan  mentioned,  we  presently  have  less 
than  naif  a  dozen  institutions  that  we  are  intensively  analyzing  the 
viability  of  those  institutions. 

I  should  add,  along  with  the  FDIC.  We  don't  want  to  move  pre- 
cipitously to  close  any  institutions  prior  to  June  30.  On  the  other 
hand,  as  Chairman  Heifer  pointed  out,  because  of  the  very  weak 
condition  of  the  SAIF,  we  don't  want  to  unnecessarily  add  to  the 
liability  of  that  institution.  If  we  have  institutions  today  that  are 
clearly  not  viable,  I  think  that  we  have  an  obligation  to  deal  with 
those  institutions  as  promptly  as  possible. 

I  think,  in  large  part,  the  thrift  industry's  financial  performance 
has  improved  significantlv.  We  had  two  failures  in  1994.  We  have 
only  had  two  failures  so  far  in  1995.  Both  sets  of  failures  were  rel- 
atively small. 

The  major  problem  facing  this  industry  today,  I  believe,  is  in  fact 
the  prospect  of  the  SAIF  premium  disparity.  That  in  particular  I 
find  troubling  because  with  a  very  weak  SAIF,  it  means  that  weak 
institutions  going  forward  that  attempt  to  achieve  private  recapi- 
talization or  a  sale  to  another  institution,  to  the  extent  that  they're 
at  a  competitive  disadvantage,  they  will  find  it  very  difficult  to 
raise  capital. 

This,  in  essence,  puts  even  more  pressure  on  the  SAIF.  If  you 
have  an  uncompetitive  industry,  it's  going  to  be  very  hard  to  bring 
capital  into  the  industry.  That,  I  think,  is  the  major  issue  facing 
this  industry. 

The  Chairman.  Well,  a  number  of  my  colleagues  have  addressed 
with  a  little  more  specificity  and  we  have  heard  both  from  Sec- 
retary Rubin  and  Chairman  Greenspan,  the  caveat  not  to  be  too 
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specific.  But  let  me  say  that  I  believe  that  we  really  have  an  obliga- 
tion to  deal  with  this  and  deal  with  it  in  the  manner  that  will  bring 
stability  to  this  industry. 

The  damage  that  can  occur,  the  fallout,  and  not  just  in  terms  of 
economic  loss  to  the  taxpayer,  but  in  terms  of  the  social  fabric  of 
communities,  et  cetera,  if  we  have  a  wholesale  dissipation  of  this 
industry,  and  we  have  the  soundest  and  best  moving  out  of  the 
area,  there's  going  to  be  something  that  lots  of  people  are  going  to 
regret,  even  some  of  my  friends  who  may  take  a  rather  cavalier  at- 
titude on  the  other  side  of  the  equation  in  the  banking  industry. 

I  would  hope  that  we  would  look  to  what  we  call  comity.  It's  a 
round  world  and  there  will  be  a  time  when  you  will  be  coming  for- 
ward, those  on  the  other  side,  and  looking  for  some  comity  and 
looking  for  some  justice.  So  I  would  hope  that  they  would  under- 
stand that  and  not  just  try  to  take  advantage  of  a  situation  where 
they  might  have  some  temporary  advantage.  But  in  terms  of  the 
entire  system,  I  think  you  could  do  grave  harm  to  it  and  to  our  ef- 
forts at  bringing  stability  in  a  whole  nost  of  areas. 

So  I  am  glad  you  touched  on  that.  I  do  not  intend  to  press  on 
it  any  more.  But  it  is  serious  and  I  do  commend  the  Administration 
for  actively  pursuing  methodologies  by  which  we  can  bring  about 
some  closure  in  a  manner  that  is  going  to  provide  not  only  short- 
term  but  long-term  stabilitv. 

Secretary  Rubin,  I  would  not  want  this  opportunity  to  pass  with- 
out asking  a  question  of  you.  At  what  level  will  the  U.S.  participate 
in  the  international  bail-out  fund  that  was  proposed  at  the  G-7 
meeting  last  week?  Put  in  layman's  language,  now  much  money  are 
we  going  to  put  into  that  fund? 

Secretary  RUBIN.  Mr.  Chairman,  the  allocation  is  not  something 
that  could  be  determined  right  now  because  as  we  discussed  up  in 
Halifax,  it  is  our  view  that  there  should  be  broad-based,  multilat- 
eral participation  in  that  fund,  including  the  newly  prosperous 
countries  in  Asia,  which  can  afford  to  and  which  benefit  from  the 
stability  that  this  fund  can  help  promote. 

But  let  me  add  that  this  fund  will  not  require — it  does  have  to 
be  approved.  Our  participation  would  have  to  be  approved  by  Con- 
gress. But  there  would  not  be  any  effect  on  the  budget  or  on  the 
deficit,  because  if  the  line  of  credit  was  ever  called  upon,  then  we 
would  receive  back  an  instrument  from  the  IMF,  a  credit- worthy 
instrument  which  would  offset  the  amount  of  the  call  upon  the  line. 
So  there  would  be  no  effect  upon  the  budget  or  the  deficit. 

We  would  be  happy  to  keep  you  informed  as  this  process  pro- 
ceeds and  I  think  that  that  would  be  a  very  appropriate  thing,  to 
post  you  as  we  work  our  way  through  this  process. 

The  Chairman.  I  would  appreciate  that.  I  think  that  it's  best  to 
look  into  that  and  explain  the  details  at  another  hearing.  But  cer- 
tainly, that's  something  I  am  interested  in  and  I  think  many  of  my 
colleagues  are. 

Senator  Grams. 

Senator  Grams.  No  further  questions. 

The  Chairman.  Senator  Frist. 

Senator  Frist.  Nothing  further. 

The  Chairman.  Senator  Sarbanes. 

Senator  Sarbanes.  Thank  you  very  much,  Mr.  Chairman. 
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Chainnan  Greenspan,  I  understand  you're  giving  a  major  speech 
this  evening  in  New  York.  Not  only  giving  a  speech,  but  you're 
going  to  engage  in  a  question  period  with  Henry  Kaufman  and 
Martin  Davis  at  the  end  of  the  speech.  Since  the  Federal  Reserve 
was  created  by  an  act  of  Congress,  if  I  am  not  mistaken — is  that 
correct? 

Mr.  Greenspan.  That  is  correct.  Senator. 

Senator  Sarbanes.  I  was  wondering  if  you  could  give  us  a  little 
preview  here  this  morning  of  what  your  speech  is  going  to  be  to- 
night. 

[Laughter.] 

Mr.  Greenspan.  I  suppose  I  could.  Senator,  if  you  insist,  I  will. 

Senator  Sarbanes.  Well,  why  don't  you  go  ahead. 

[Laughter.] 

Mr.  Greenspan.  First  of  all,  let  me  just  say  that  this  is  a  speech 
which  was  contracted  a  number  of  months  ago  and  my  overall 
theme  is  going  to  be  one  of  evaluating  the  international  global  fi- 
nancial system  and  the  nature  of  the  risks  involved  and  the  nature 
of  where  I  think  the  evolution  of  a  lot  of  what's  been  evolving  in 
recent  years  is  likely  to  go. 

I  obviously  would  find  it  extraordinarily  difficult  to  get  away 
with  sticking  to  that  topic  only.  I  will  be  presenting  some  views 
with  respect  to  how  I  would  evaluate  what's  going  on  in  the  econ- 
omy at  this  particular  stage  and  extend  on  certain  remarks  I've 
made  publicly  in  the  last  2  or  3  weeks. 

Senator  Sarbanes.  How  do  you  see  the  economy  right  now? 

Mr.  Greenspan.  I  think  it's,  as  I  indicated 

Senator  Sarbanes.  I  noticed  that  the  housing  starts  are  down 
this  morning,  fell  1,3  percent  in  May.  February  housing  starts  are 
off  by  6  percent. 

Mr.  Greenspan.  Yes.  I  think  that's  pretty  much  on  expectations 
as  far  as  I  could  read  them.  We  are  seeing  some  evidence  from 
homebuilders'  evaluations  that  there  is  a  bottoming  going  on  here 
and  some  modest  evidence  of  improvement  in  the  issues  of  traffic 
and  sales,  and  in  a  number  of  other  indications. 

The  University  of  Michigan  survey  is  also  showing  some  improv- 
ing indication  and  the  mortgage  bankers  have  shown  a  significant 
increase  in  applications  for  new  homes.  So  it  is  suggestive  of  the 
fact  that  after  a  fairly  marked  decline  in  starts,  that  there's  some 
element  of  stability  which  may  be  moving  into  this  particular  area. 

Senator  Sarbanes.  We  are  almost  at  the  end  of  the  second  quar- 
ter. What  GDP  growth  rate  do  you  expect  for  the  second  quarter? 

Mr.  Greenspan.  Very  little. 

Senator  Sarbanes.  Will  it  be  positive? 

Mr.  Greenspan.  I  do  not  know  the  answer  to  that  question  at 
this  stage.  We  still  have  about  half  the  quarter's  statistics  to  be 
picked  up.  What  we  know  is  that  it's  a  very  low  rate  of  increase 
and  it  could,  depending  on  how  the  statistics  go,  be  marginally  neg- 
ative. 

Senator  Sarbanes.  That's  well  below  the  sustainable  growth  rate 
for  the  economy,  is  it  not? 

Mr.  Greenspan.  I  would  certainly  hope  so,  Senator. 

Senator  Sarbanes.  Yes,  I  would  hope  so,  too.  In  fact,  I  was  con- 
cerned we  were  cutting  back  the  growth  rate  that  everyone  was 
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telling  me  was  not  sustainable.  Here  we  are  now  with  a  growth 
rate  well  below  anything  that  is  sustainable. 

Mr.  Greenspan.  Well,  that's  part  of  the  process  by  which,  when 
you  get  a  growth  rate  which  is  unsustainable  and  you  adjust  or  try 
to  bring  it  back  to  a  sustainable  period,  history  tells  us  that  you 
get  a  few  bumps  in  the  road  and  I  think  that  that's  to  be  fully  ex- 
pected. 

I  would  have  been  very  surprised  myself  personally  had  we  gone 
smoothly  down  from  what  is  a  frenetic  pace  of  growth  to  a  long- 
term,  sustainable  rate  of  growth  in  a  complex 

Senator  Sarbanes.  You  regard  4  percent  as  frenetic? 

Mr.  Greenspan.  I  would  say  what  was  involved  in  it,  and  where 
we  were  relative  to  resource  utilization,  I  would  say  that  that  was 
an  unsustainable  rate  of  growth,  yes. 

Senator  Sarbanes.  Frenetic? 

Mr.  Greenspan.  Definitely  frenetic  in  the  sense  that  it  was  be- 
ginning to  build  at  a  fairly  pronounced  rate  in  the  latter  months 
of  1994,  as  inventory  investment  picked  up  significantly,  super- 
imposed on  a  reasonably  strong  final  demand  set  of  numbers. 

Senator  Sarbanes.  When  you  took  the  rates  down  before,  was 
one  of  its  purposes  to  help  rebuild  the  balance  sheets  of  financial 
institutions?  I  think  you  made  a  number  of  statements  to  that  ef- 
fect. Is  that  correct? 

Mr.  Greenspan.  That's  correct.  Senator. 

Senator  Sarbanes.  Would  lower  rates  now  contribute  to  rebuild- 
ing the  balance  sheets  of  financial  institutions? 

Mr.  Greenspan.  That's  difficult  to  say  because  the  institutions 
that  we  had  in  mind  are  pretty  well  balanced  at  this  stage.  That 
is,  the  degree  of  liquidity,  the  degree  of  structure  is  in  as  good  a 
shape  as  I've  seen  it  in  quite  a  long  period  of  time.  So  that  there's 
not  an  imbalance  here  which  has  to  be  restructured  in  any  materi- 
ally obvious  way. 

Senator  Sarbanes.  But  lower  rates  would  ease  the  stress  on 
some  of  these  more  troubled  financial  institutions  that  Mr.  Fiechter 
and  Ms.  Heifer  and  Mr.  Ryan  have  talked  about  this  morning, 
would  they  not? 

Mr.  Greenspan.  Sure.  I  would  agree  with  that.  But  I  think  that 
one  unfortunate  problem,  if  you  want  to  put  it  that  way,  of  mone- 
tary policy  is  that  we  can  only  have  a  single  money  market  struc- 
ture throughout  the  country. 

That  wasn't  true  when  the  Federal  Reserve  was  first  formed.  We 
did  have  regional  difference  in  money  markets.  But  there  is  only 
one  money  market  in  the  United  States  and  you  cannot  segregate 
it  into  parts  which  can  direct  specific  monetary  policies  as  such,  to 
specific  institutions. 

There  are  other  things  which  shouldn't  have  to  be  done  with  re- 
spect to  those  types  of  institutions.  But  I  would  scarcely  argue  that 
unless  you  have  a  very  major  problem  in  a  broad  financial  system, 
that  monetary  policy  can  effectively  contribute  to  a  significant  im- 
provement in  that  regard. 

Senator  Sarbanes.  It  seems  to  me  if  the  economy  is  calling  for 
lower  rates,  which  I  would  suggest  the  present  signs  of  a  weaken- 
ing economy  and  the  very  predictions  you  have  made  about  second- 
quarter  growth  would  argue  for,  and  if  another  dimension  to  those 
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lower  rates  is  to  ease  some  of  these  problems  in  the  financial  in- 
dustry, particularly  as  we  do  this  transition.  I  don't  know  if  we 
have  discussed  BIF/SAJF  this  morning  or  not. 

Mr.  Greenspan.  We  have,  at  the  margin. 

Senator  Sarbanes.  Yes.  It  has  some  relevance  to  that.  I  would 
just  suggest  that  it's  an  added  dimension  that  ought  to  be  taken 
into  account  by  the  Fed  Board  in  its  thinking  as  it  approaches  its 
meeting  2  weeks  away. 

Mr.  Chairman,  I  had  a  question  that  I  wanted  to  put  to  Sec- 
retary Rubin. 

I  listened  carefully  to  questions  that  Senator  D'Amato  asked  you. 
What  do  you  call  this  fiind  that  was  developed  at  Halifax?  Senator 
D'Amato  had  a  name  for  it,  but  I  am  not  sure  that's  your  name, 
is  it? 

Secretary  Rubin.  No.  I  think  Senator  D'Amato  referred  to  it  as 
a  bail-out  fund.  I  think  that  we  would  characterize  it  as 

Senator  Sarbanes.  Is  that  what  you  call  it? 

Secretary  RUBIN.  We  would  characterize  it  differently. 

The  Chairman.  I  know. 

Secretary  Rubin.  Yes.  No.  I  think  what  was  done 

Senator  Sarbanes.  Do  you  have  a  name  for  it?  What  do  you  call 
it? 

Secretary  Rubin.  We  called  it  an  enhanced  multilateral  mecha- 
nism. 

[Laughter.] 

I  think.  Senator,  you're  suggesting  that  we  find  a  term  that  can 
compete  with  Senator  D'Amato's,  and  we  will. 

[Laughter.] 

Senator  Sarbanes.  I  guess  I  would  suggest  first  that  you  don't 
simply  accept  his  term  by  acquiescence. 

The  Chairman.  Multilateral  enhancement  fund.  That's  a  seller. 

[Laughter.] 

Secretary  RUBIN.  We  will  work  on  the  nomenclature.  But  the  gist 
of  it  is  to  find  a  multilateral  mechanism  for  dealing  with  Mexico- 
type  problems  that  affect  the  global  economy. 

Senator  Sarbanes.  Well,  I  think  you  had  better  sketch  out  why 
it's  not  a  bail-out  fund.  Why  was  that  label  slapped  on  it,  it  would 
be  either  not  accurate  or  inappropriate.  I  think  you  need  to  deal 
with  that  matter. 

Secretary  RuBlN.  We  would  be  delighted  to  do  it  at  this  time,  if 
you  would  like.  But  I  think  the  Chairman  suggested  perhaps  we  do 
it  at  some  other  time. 

The  Chairman.  I  did  not  pursue  it  because  it  is  now  quarter  to 
12,  and  I  think  that  we  would  want  a  little  more  time  to  give  the 
Secretary — although  I  know  the  Secretary  is  quite  capable  of  com- 
ing up  with  more  enhancement  slogans. 

[Laughter.] 

I  think  we  ought  to  get  on  to  the  second  panel  if  we  don't  have 
any  additional  questions. 

Let  me  thank  all  of  the  participants  for  your  testimony  today. 
Thank  you  for  being  with  us. 

We  have  a  vote  at  12:15,  and  so  I  am  going  to  ask  our  second 
panelists,  our  second  group,  to  come  on  up  and  see  if  we  can't  move 
through  that  panel  before  that  vote  comes  up. 
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First  of  all,  I  appreciate  the  patience  of  our  witnesses.  We  are 
going  to  hear,  I  believe,  from  Gaston  Gianni  of  the  GAO.  I  know 
that  we  have  the  FDIC  Transition  Task  Force.  So  whoever  is  going 
to  present  the  testimony,  we  call  upon  now.  Are  you  going  to 
present  that? 

Mr.  Gianni.  For  the  General  Accounting  Office,  yes,  sir. 

The  Chairman.  OK  Then  we  will  have  somebody  present  it  for 
the  Task  Force.  Is  that  correct? 

Ms.  KuLKA.  Yes. 

The  Chairman.  Counsel,  our  distinguished  counsel,  Ms.  Kulka. 
We  look  forward  to  that. 

Mr.  Gianni. 

OPENmC  STATEMENT  OF  GASTON  L.  GIANNI,  JR. 

ASSOCIATE  DIRECTOR,  GOVERNMENT  BUSINESS  OPERATIONS 

ISSUES,  GENERAL  ACCOUNTING  OFFICE,  WASHINGTON,  DC 

Mr.  Gianni.  Mr.  Chairman,  I  am  pleased  to  be  here  today  to  sup- 
port the  Committee's  oversight  of  the  Resolution  Trust  Corporation. 
As  you  requested,  my  testimony  will  focus  on  RTC's  performance, 
the  remaining  challenges  involved  in  the  transition  of  RTC  to  the 
FDIC. 

I  am  going  to  summarize  my  statement  and  ask  that  the  full  text 
of  my  statement  be  included  in  the  record,  if  there's  no  objection. 

The  Chairman.  So  ordered. 

Mr.  Gianni.  Although  RTC  has  disposed  of  more  than  95  percent 
of  these  assets,  more  work  remains  to  be  done  before  the  clean-up 
is  completed. 

As  of  the  end  of  April,  most  of  $20  billion  of  assets  held  for  sale 
by  RTC  receiverships  were  considered  hard  to  sell.  Further,  RTC 
has  estimated  that  about  $8  to  $10  billion  in  assets  will  be  remain- 
ing at  the  end  of  1995. 

As  RTC  enters  its  final  months  of  operations,  we  are  pleased  to 
note  the  progress  it  has  made  in  addressing  management  issues 
that  the  Congress,  we  at  GAO,  and  the  RTC  Inspector  General 
have  identified  over  the  last  6  years.  By  addressing  these  issues, 
RTC  has  reduced  the  risks  associated  with  its  operations.  However, 
many  challenges  remain. 

As  we  move  to  the  transition,  we  have  been  working  closely  with 
the  Transition  Task  Force  that  has  been  authorized  by  the  RTC 
Completion  Act  and  have  reviewed  the  structure  that  has  been  put 
in  place. 

We  find  that  structure  to  be  a  structure  that  should  enable  RTC 
and  the  FDIC  to  accomplish  the  intent  of  the  act.  What  I  mean  by 
that  is  that  top  management  at  RTC  and  FDIC  are  involved  in  this 
transition  planning,  as  well  key  program  people  throughout  the  or- 
ganization. 

It's  important  at  this  point  in  time,  though,  that  the  require- 
ments of  the  RTC  Completion  Act  be  in  fact  completed  and  the  next 
few  weeks,  this  Transition  Task  Force  will  be  making  a  number  of 
key  decisions  that  are  going  to  effect  the  future  success  of  the  S&L 
clean-up.  Several  of  the  areas  that  need  to  be  resolved  relate  to  the 
best  practices. 

As  you  know,  RTC  has  developed  a  number  of  practices  that  en- 
able them  to  dispose  of  many  of  the  assets  over  the  past  6  years. 
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In  addition,  they've  developed  information  systems  and  what  the 
Act  requires,  that  the  Task  Force  study  these  practices  and  sys- 
tems and  make  recommendations  to  the  FDIC. 

Now,  the  Task  Force  will  make  recommendations  to  the  chair- 
person of  the  FDIC  as  it  relates  to  best  practices  and  the  Task 
Force  will  make  recommendations  to  the  Secretary  of  the  Treasury, 
who  in  turn  will  make  recommendations  to  the  chairperson  of  the 
FDIC  as  it  relates  to  the  information  systems. 

The  transition  is  underway.  Staff  has  returned  to  the  FDIC.  We 
think  that  everything  is  moving  forward.  What  we  wanted  to  do  is 
alert  the  Congress  to  several  key  areas  that  we  think  need  to  be 
resolved  as  the  transition  process  goes  forward. 

Part  of  the  transaction,  we  believe  that  the  quality  of  the  best 
practice  recommendations  will  depend  on  the  degree  of  adherence 
to  the  methodology  that  the  RTC  has  established  and  the  quality 
of  the  supporting  data  and  analysis  and  on  the  degree  of  coopera- 
tion between  RTC  and  FDIC  managers.  The  quality  of  the  contrac- 
tor products  will  also  affect  the  recommendations  of  these  particu- 
lar analysis. 

The  areas  that  I  would  like  to  call  to  your  attention  are  basically, 
we  think  that  RTC  and  FDIC  need  to  come  to  agreement  on  what 
resources  are  needed  to  complete  the  clean-up.  We  think  RTC  and 
FDIC  need  to  reach  agreement  on  what  legal  and  policy  decisions 
will  carry  over  with  the  assets  at  transition. 

The  RTC  professional  liability  section,  which  has  a  large  work- 
load at  this  point  in  time,  will  have  a  large  workload  when  the 
transition  occurs  and  so  FDIC  will  need  to  be  in  a  position  to  pick 
up  the  management  of  this  particular  heavy  workload. 

As  was  mentioned,  about  1,300  staff  are  returning  to  the  FDIC. 
FDIC  is  going  to  need  to  figure  out  how  to  use  these  staff,  and  to 
make  sure  that  the  skills  are  appropriately  used  and  that  geo- 
graphic differences  are  reconciled. 

RTC  will  also  need  to  start  now  to  develop  asset  disposition  plans 
for  the  assets  that  they're  going  to  be  receiving  on  January  1.  It's 
too  late  to  begin  to  develop  asset  disposition  plans  when  they  re- 
ceive the  assets.  So  what  we  are  hoping  for  is  by  starting  now,  that 
there  will  be  a  smooth  continuation  of  the  assets,  the  disposition 
program. 

Tne  RTC  has  an  extensive  women  and  minority  contracting  pro- 
gram. It's  a  program  that  has  been  held  up  as  a  model  by  some, 
but  it  is  substantially  different  than  FDIC's.  This  is  another  area 
that  will  have  to  be  resolved  in  the  coming  weeks.  As  was  men- 
tioned, contracting  has  been  a  problem  throughout  RTC's  history. 
It's  an  area  where  they've  made  substantial  improvements  in  their 
systems.  But  there  still  is  a  major  workload  that  needs  to  be  com- 
pleted. 

This  is  going  to  be  transferred  to  FDIC,  who  doesn't  have  an  ex- 
tensive contracting  program.  So  RTC  will  have  to  ensure  that  the 
practices  and  that  the  contracts  being  transferred  over  to  the  FDIC 
will  be  picked  up  without  a  break  in  the  oversight  and  administra- 
tion of  tnose  contractors. 

The  last  item  on  my  list,  Mr.  Chairman,  is  that  the  RTC/FDIC 
Inspector  General  functions  will  have  to  be  merged.  The  RTC  Com- 
pletion Act  called  for  the  appointment  of  an  FDIC  Inspector  Gen- 
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eral,  a  Legislative  Inspector  Greneral.  This  person  has  not  yet  been 
approved,  and  that  without  this  person  at  the  helm,  it  might  be  dif- 
ficult to  achieve  the  decisions  necessary  to  structure  the  future  of 
the  FDIC  organization. 

That  completes  my  overview,  Mr.  Chairman.  I  would  be  happy  to 
answer  your  questions  later  on. 

The  Chairman.  Thank  you  very  much. 

Mrs.  Kulka. 

OPENING  STATEMENT  OF  ELLEN  B.  KULKA 

GENERAL  COUNSEL,  RESOLUTION  TRUST  CORPORATION 

ACCOMPANIED  BY:  BARRY  S.  KOLATCH,  VICE  PRESIDENT 

FOR  PLANNING,  RESEARCH,  AND  STATISTICS,  RTC; 

JOHN  F.  BOVENZI,  DIRECTOR,  DIVISION  OF  DEPOSITOR  AND 

ASSET  SERVICES,  FEDERAL  DEPOSIT  INSURANCE 

CORPORATION;  DENNIS  F.  GEER,  CHIEF  OPERATING  OFFICER 

AND  DEPUTY  TO  THE  CHAIRMAN,  FDIC,  WASHINGTON,  DC 

[FDIC/RTC  TRANSITIONAL  TASK  FORCE] 

Ms.  Kulka.  Thank  you,  Mr.  Chairman.  I  am  pleased  to  be  here 
today  on  behalf  of  the  FDIC/RTC  Transition  Task  Force,  of  which 
I  am  a  member.  I  would  ask  that  the  full  text  of  my  remarks  be 
included  in  the  record  and  I  would  summarize. 

The  Chairman.  So  ordered. 

Ms.  Kulka.  Thank  you.  My  colleagues  on  the  Task  Force  are: 
Barry  Kolatch  of  the  RTC;  and  on  my  far  right,  John  F.  Bovenzi 
and  Dennis  F.  Geer  of  the  FDIC. 

The  FDIC/RTC  Transition  Task  Force  was  established  on  Feb- 
ruary 25,  1994,  to  facilitate  the  transfer  of  the  assets,  personnel 
and  operations  of  the  RTC  to  the  FDIC  or  the  FSLIC  Resolution 
Fund  in  a  coordinated  manner,  as  required  by  the  RTC  Completion 
Act.  As  you  know,  the  RTC  terminates  and  these  transfers  must 
occur  by  the  end  of  this  year. 

The  Task  Force  must  resolve  differences  in  the  operations  of  the 
RTC  and  FDIC.  It  must  recommend  which  systems  of  the  RTC 
should  be  preserved  for  use  by  the  FDIC,  procedures  which  would 
promote  an  orderly  transfer,  and  which  management  enhancement 
goals  and  reforms  applicable  to  the  RTC  should  apply  to  the  FDIC. 
The  Task  Force  presented  its  first  report  to  Congress  on  December 
29,  1994.  The  second  report  is  due  by  July  1,  1995. 

The  Task  Force  addressed  employee-related  issues  early  in  the 
process  to  reduce  employee  concerns  and  to  minimize  disruption  to 
the  operations  of  both  organizations.  To  maintain  an  adequate 
workforce  and  to  facilitate  management  decisions  which  might  re- 
quire pre-sunset  return  of  some  RTC  functions  and  personnel  to 
the  FDIC,  it  was  determined  that  RTC  permanent  employees 
would  have  the  same  rights,  whether  they  were  returned  to  the 
FDIC  prior  to,  or  at  sunset,  and  that  there  would  be  no  reduction 
in  force  of  FDIC  permanent  employees  in  1996. 

Several  RTC  functions  with  the  associated  personnel  have  been 
or  will  be  transferred  to  the  FDIC  in  advance  of  RTC's  termination. 
Some  areas  have  already  returned,  including  most  RTC  resolutions 
and  conservatorship  operations  staff  and  the  RTC  equal  employ- 
ment opportunity  function.  Personnel  performing  asset  sales  and 
management  work  and  most  of  the  legal  work  in  RTC's  Kansas 
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City  office  are  in  the  process  of  transferring  to  the  FDIC's  Midwest 
service  center  in  Chicago. 

In  March,  the  RTC's  Denver  office  employees  were  transferred  to 
the  RTC  Newport  Beach  office.  Affordable  housing  headquarters 
staff  and  information  and  personnel  will  be  unified  with  the  FDIC 
counterparts  during  the  summer  of  1995. 

In  the  fall,  a  significant  portion  of  the  RTC  legal  division  and 
asset  sales  and  management  functions  staff  in  the  remaining  RTC 
field  offices  in  Valley  Forge,  Atlanta,  Dallas,  and  Newport  Beach, 
will  be  administratively  returned  to  the  FDIC,  while  physically  re- 
maining in  their  current  offices  and  reporting  to  the  RTC  for  pro- 
grammatic purposes  until  sunset. 

Other  functions,  such  as  the  RTC  financial  service  centers  and 
the  functions  of  the  Chief  Financial  Officer,  as  well  as  the  profes- 
sional liability  section  of  the  RTC  legal  division,  will  remain  at  the 
RTC  until  sunset. 

To  review  the  operations,  practices  and  systems  of  the  RTC  and, 
where  appropriate,  the  FDIC,  the  Task  Force  established  working 
groups  for  each  RTC  and  FDIC  function  composed  of  both  FDIC 
and  RTC  employees,  to  plan  for  the  actual  transition  and  to  rec- 
ommend which  practices  should  be  continued  by  the  FDIC  post- 
sunset,  and  to  identify  the  post-sunset  workload  and  staffing  re- 
quirements, to  address  overlapping  issues,  formed  policy  and  co- 
ordination committees. 

Under  the  guidance  of  the  "best  practice"  review  committee,  76 
operational  differences  were  selected  to  be  reviewed,  taking  into  ac- 
count cost  effectiveness,  impact  on  post-sunset  operations,  and  in- 
ternal controls  implications. 

The  Task  Force  has  reached  decisions  on  70  of  the  practices  and 
expects  that  almost  all  of  its  recommendations  will  be  completed  in 
time  to  be  included  in  the  status  report  to  Congress  on  July  1, 
along  with  recommendations  on  management  enhancement  goals 
and  reforms. 

The  Task  Force  has  a  statutory  duty  to  recommend  to  the  Sec- 
retary of  the  Treasury  which  systems  should  be  preserved  for  use 
by  the  FDIC.  The  systems  review  committee,  chaired  by  both  the 
IRM  organizations  of  both  corporations,  developed  a  process  for 
evaluating  automated  systems.  Currently,  the  Task  Force  has  re- 
viewed 54  of  the  63  RTC  systems  identified  for  review.  An  overview 
of  all  systems  reviewed  will  be  included  in  the  report. 

Ensuring  appropriate  internal  controls  is  a  priority  of  the  two 
corporations,  both  during  the  transition  and  post-sunset,  and  the 
internal  controls  committee  has  been  given  major  responsibilities 
in  monitoring  functions  of  both  organizations  to  ensure  that  ade- 
quate and  sound  internal  controls  are  in  place  and  maintained. 

It  is  responsible  for  assessing  potential  areas  of  vulnerability  re- 
sulting from  the  transition,  as  well  as  the  potential  impact  of  tran- 
sition on  already  identified  material  weaknesses  in  eitner  corpora- 
tion and  for  taking  corrective  action. 

While  the  tasks  ahead  are  still  formidable,  much  has  been  ac- 
complished, and  we  are  committed  to  taking  all  necessary  steps  to 
ensure  a  smooth  transition  of  the  RTC  to  the  FDIC. 

My  colleagues  and  I  would  be  pleased  to  answer  any  questions 
that  you  may  have. 
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Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you  very  much,  Ms.  Kulka. 

Let  me  touch  on  something  with  you,  and  that  is  the  transfer 
back  of  personnel  from  RTC  to  the  FDIC.  With  that  sizable  influx 
of  employees  to  the  FDIC  from  the  RTC,  won't  the  agency  be  over 
staffed? 

Ms.  Kulka.  I  think  this  is  a  question  that,  perhaps,  Mr.  Geer 
could  address. 

The  Chairman.  Mr.  Geer. 

Mr.  Geer.  Mr.  Chairman,  as  Chairman  Heifer  indicated  to  you, 
what  we're  going  through  at  this  point  is  a  downsizing  and  review 
of  our  core  staffing  levels. 

I  think  it's  important  to  note  that  the  areas  where  the  transition 
will  be  bringing  most  of  the  staffing  back  is  where  the  workload  is, 
and  that  is  in  the  legal  section,  where  the  legal  work  still  exists, 
in  the  asset  area,  and  in  the  finance  area. 

Clearly,  with  the  downsizing  and  with  the  effort  of  bringing  the 
RTC  in,  you  have  staffing  imbalances  and  that's  exactly  what  we're 
going  through  at  the  FDIC  right  now,  is  that  review  process.  We're 
reassigning.  We  have  downsized  some  of  our  offices  and  we  have 
relocated  some  of  our  service  centers  and  that  process  is  what  we're 
reviewing. 

We,  as  we  have  indicated,  have  a  large  temporary  staff,  as  well 
as  the  RTC,  of  term  appointments.  We're  letting  them  expire.  We're 
not  doing  any  hiring  and  basically,  we're  assessing  where  we  need 
the  work,  where  the  workload  is  coming  in  from  the  RTC,  and  we'll 
assign  the  respective  staff  accordingly. 

Now,  I  don't  want  to  disillusion  you  by  saying  that  everything  is 
wonderful  and  rosy  because  it's  probably  not. 

The  Chairman.  You  have  got  a  pretty  strong  union  over  there, 
though. 

Mr.  Geer.  We  have  a  strong  union,  sir,  and  we're  working  with 
them  in  this  process,  and  we  want  to  continue  working  with  them 
in  this  process.  The  issue  is,  we  have  to  identify  the  staff  that  we 
need  to  address  the  work  that  needs  to  get  done  and  in  that  proc- 
ess, it's  a  difficult  process,  at  best,  but  we're  going  to  continue 
working  in  that  area. 

The  Chairman.  What  are  the  best  practices  of  the  RTC,  Mrs. 
Kulka  or  Mr.  Geer,  that  can  be  adopted  by  the  FDIC,  as  you  have 
been  reviewing  the  various  interrelationships? 

Ms.  Kulka.  Mr.  Kolatch  has  been  in  charge  of  our  best  practice 
process,  so  I  would  appreciate  it  if  he'd  be  given  an  opportunity  to 
respond. 

The  Chairman.  Certainly. 

Mr.  Kolatch.  Well,  we  have  looked  at  76  operational  differences. 

The  Chairman.  Why  don't  you  pull  that  mike  a  little  closer. 

Mr.  Kolatch.  We  have  looked  at  76  operational  differences  be- 
tween the  FDIC  and  the  RTC.  Just  to  give  you  an  example 

The  Chairman.  I  don't  want  to  go  through  76.  We  don't  have  the 
time. 

Ms.  Kolatch.  Oh,  I  won't. 

The  Chairman.  What  I  am  asking  you  is  have  you  identified  the 
best  practices  of  the  RTC  that  you  believe  can  or  should  be  adopted 
by  the  FDIC? 


34 

Mr.  KOLATCH.  That's  what  we  have  been  doing.  To  give  you  an 
example,  we  will  be  recommending  some  of  our  asset  disposition 
methods  be  put  in  the  kit  bag  that  the  FDIC  can  use,  although  cer- 
tainly not  exclusively.  They  would  include  things  like  equity  part- 
nership structures,  where  appropriate,  for  the  type  of  assets. 

We  have  had  great  success  with  open  outcry  loan  auctions.  Those 
are  the  type  of  things  in  the  asset  area. 

The  Chairman.  You  mentioned  one.  Give  me  another  one. 

Mr.  KoLATCH.  OK  The  RTC  has  various  things  it  has  put  in 
place  for  remediation  of  hazardous  properties.  RTC  sets  up  escrow 
accounts  to  make  sure  that  the  remediation  that  a  buyer  has 
agreed  to,  actually  gets  done.  We  have  recommended  that  that  be 
something  that  carries  over. 

The  Chairman.  In  other  words,  the  FDIC  does  not  implement 
that  kind  of  practice? 

Mr.  Kolatch.  John  Bovenzi  could  address  that  in  greater  detail. 

The  Chairman.  Come  on  now. 

Mr.  Kolatch.  Well,  yes.  They  have  not  in  the  past  done  that 
type  of  practice. 

The  Chairman.  OK 

Mr.  Kolatch.  The  RTC  has  made  much  greater  use  than  the 
FDIC  of  resolving  institutions  by  allowing  buyers  to  buy  them  on 
a  branch  break-out  basis,  where  instead  of  bidding  on  the  entire  in- 
stitution, you  can  bid  on  individual  branches.  The  FDIC  has  done 
that  on  occasion,  but  not  to  anywhere  near  the  extent  that  the  RTC 
has  done  that.  We  will  recommend  that  they  consider  doing  that 
on  a  more  regular  basis. 

Just  flipping  through  here,  we  have  a  much  more  formal  audit 
follow-up  process  and  we  recommend  that  the  FDIC  adopt  a  some- 
what more  structured  formal  audit  follow-up  process  with  the  CFO 
being  the  chief  audit  official,  as  this  is  the  case  at  the  RTC. 

I  guess  I  could  go  on. 

The  Chairman.  Well,  that's  four.  You  can  go  on. 

Mr.  Kolatch.  OK.  The  RTC,  in  the  area  of  contracting,  has  put 
all  of  its  contracting  procedures  into  a  single  manual.  At  the  FDIC, 
there  are  two  manuals  and  various  directives.  We  have  suggested 
that  they  be  centralized  so  that  there  is  a  single  repository  of  con- 
tracting procedures. 

The  RTC  has  a  warranted  contract  officer  program,  where  con- 
tracting officers  are  issued  warrants.  This  is  actually  in  accordance 
with  the  RTC  Completion  Act.  The  FDIC  contracting  is  done  under 
delegated  authority  without  warrants,  and  that's  another  area  that 
we  have  considered. 

The  Chairman.  Have  you  prepared  a  report  where  you  have  ana- 
lyzed these  procedures? 

Mr.  Kolatch.  That  is  precisely  what  we  are  in  the  process  of 
drafting  right  now. 

The  Chairman.  You  have  something  there,  right? 

Mr.  Kolatch.  What  I  have  here  is  the  list  which  has  been 
shared  with  the  Committee  of  the  76  operational  differences. 

The  Chairman.  But  you  obviously  are  aware  of  some  that  you 
feel,  some  difference  that  inure  to  the  benefit  of  this  kind  of  dis- 
position of  property  and  assets,  et  cetera. 
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Mr.  KoLATCH.  Correct.  We  are  drafting  that  and  we  intend  to 
have  our  recommendations  in  the  report  that  will  be  coming  up  to 
the  Congress  in  10  days. 

The  Chairman.  Wonderful.  Mr.  Geer,  have  you  had  an  oppor- 
tunity— you  have  heard  some  of  these  that  Mr.  Kolatch  has  spoken 
to? 

Mr.  Geer.  Yes,  sir. 

The  Chairman.  And? 

Mr.  Geer.  As  I  said,  the  agreement,  what  Mr.  Kolatch  is  relating 
to  is  the  agreements  that  we  as  a  Task  Force  have  agreed  to. 

The  Chairman.  Have  you — in  other  words,  you're  saying  that  not 
only  have  you  identified  these  areas  where  there  can  be  some  spe- 
cific improvements,  but  part  of  that  is  that  you're  going  to  really 
work  at  implementing  these. 

Mr.  Geer.  Absolutely.  I  feel  very  strongly  about  that. 

The  Chairman.  That's  very  good.  We  look  forward  to  getting  that 
completed  list  and  I  think  that  that's  very,  very  important.  If  you 
can  learn  by  way  of  experience  and  put  out  a  better  product  and 
improve  the  disposition  and  the  methodology,  it  will  probably  re- 
sult in  benefiting  the  taxpayers  and  as  importantly,  disposing  of 
the  property  in  a  more  business-like,  or  the  assets  in  a  more  busi- 
ness-like fashion.  I  am  glad  to  hear  that. 

So  what  you're  saying  is  that  you  are  prepared  to  actually  imple- 
ment these  suggestions  in  the  operation  of  the  FDIC. 

Mr.  Geer.  As  a  member  of  the  Task  Force,  I  will  recommend  this 
to  the  Chairman.  Being  the  Chief  Operating  Officer,  I  am  going  to 
be  strongly  supportive  of  having  her  implement  these.  I  feel  very 
strongly  about  it  and  I  feel  that  evaluations  have  been  done  by  the 
Task  Force  and  the  subcommittees  that  have  worked  on  it  have 
done  an  excellent  job  in  this  area. 

The  Chairman.  I  am  very  pleasantly  surprised  and  I  want  to 
commend  you  for  the  effort  that  has  gone  into  this.  Hopefully,  that 
these  undertakings  will  become  reality,  these  suggestions  will  be- 
coming reality,  understanding  the  nature  of  all  institutions  is  one 
to  resist  change.  I  don't  care  what  institution  we're  talking  about — 
Government,  private  sector,  et  cetera. 

I  want  to  thank  the  panel  for  being  here.  I  also  want  to  commend 
you  for  the  work  and  undertaking  that  you  have  done. 

Mr.  Gianni,  we  are  probably  going  to  call  upon  you  to  look  and 
give  us  an  evaluation  at  some  point  down  the  line  as  to  the  imple- 
mentation of  these  various  recommendations. 

We  stand  in  recess. 

Ms.  Kulka,  good  to  see  you  again. 

Ms.  Kulka.  Thank  you,  Mr.  Chairman. 

[Whereupon,  at  12:10  p.m.,  the  Committee  was  recessed.] 

[Prepared  statements  and  response  to  written  questions  supplied 
for  the  record  follow:] 
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PREPARED  STATEMENT  OF  ROBERT  E.  RUBIN 

Sex^retary,  U.S.  Department  of  the  Treasury 

Chairman,  Thrift  Depositor  Protection  Oversight  Board 

Washington,  DC 

June  20,  1995 

Mr.  Chairman,  Senator  Sarbanea,  and  Members  of  the  Committee.  I  am  pleased 
to  have  the  opportunity  to  appear  before  you  this  morning  as  Chairman  of  the  Thrift 
Depositor  Protection  Oversight  Board. 

I  am  joined  by  the  other  members  of  the  Oversight  Board:  Alan  Greenspan,  Chair- 
man of  the  Federal  Reserve  Board;  Ricki  Heifer,  Chairman  of  the  Federal  Deposit 
Insurance  Corporation  (FDIC);  Jonathan  Fiechter,  Acting  Director  of  the  Office  of 
Thrift  Supervision  (OTS);  Robert  Larson,  Chairman  of  Taubman  Realty  Group;  and 
Jack  Ryan,  Acting  Chief  Executive  Officer  of  the  Resolution  Trust  Corporation 
(RTC).  We  also  are  Joined  by  Dietra  Ford,  Executive  Director  of  the  Oversight 
Board.  While  I  will  deliver  the  opening  remarks  for  the  entire  Oversight  Board,  I 
plan  to  call  on  the  Board  members  to  address  topics  in  their  area  of  expertise. 

The  President  has  recently  nominated  Herbert  F.  Collins,  Chairman  of  the  Board 
of  Boston  Capital  Partners,  Inc.,  to  serve  as  the  other  independent  member  of  the 
Oversight  Board.  We  look  forward  to  his  rapid  confirmation.  He  will  be  a  great  asset 
as  we  oversee  this  final  phase  of  the  RTC's  work. 

This  is  my  first  appearance  before  the  Senate  in  this  role,  and  it  comes  just  over 
6  months  from  the  day  the  RTC  will  close  its  doors. 

In  my  testimony,  I  will  discuss  RTC  funding,  report  briefly  on  the  impact  of  the 
national  economy  on  our  work,  discuss  the  general  health  of  the  thrift  industry  and 
report  on  the  projected  use  of  funds.  I  also  will  discuss  generally  progress  since 
FIRREA  became  law  in  August  1989,  and  review  the  tasks  remaining  as  the  RTC 
concludes  its  operations  and  transfers  responsibilities  to  the  FDIC.  I  will  conclude 
with  a  review  of  Oversight  Board  activities  as  we  wind  down  in  final  resolution  of 
the  thrift  crisis. 

The  Oversight  Board's  jurisdiction  over  the  RTC  is  limited.  It  reviews  overall 
strategies,  policies,  and  goals  established  by  the  RTC  for  its  activities.  The  Board 
also  approves  the  RTC's  budgets,  financing  reouests,  and  financial  plans  prior  to  im- 
plementation. Its  other  responsibilities  include  supervision  generally  oi  the  RTC's 
review  of  regulations  and  procedures,  monitoring  the  operations  of  the  RTC  and  re- 
viewing its  performance  on  a  periodic  basis. 

The  Oversight  Board  is  prohibited  by  statute  from  involvement  in  case-specific 
matters  involving  individual  institutions,  specific  asset  dispositions  or  generally  the 
day-to-day  operations  of  the  RTC.  The  Board  may  not  review  RTC  internal  adminis- 
trative policies  and  procedures  such  as  personnel  policies  and  delegations  of  author- 
ity. 

Therefore  Jack  Ryan,  who  is  Acting  CEO  of  the  RTC  as  well  as  a  member  of  the 
Oversight  Board,  will  address  issues  relating  to  the  RTC's  operations.  These  include 
reporting  on  the  management  reforms,  use  of  Completion  Act  funding  and  the  Cor- 
poration's final  asset  sales,  as  well  as  issues  related  to  the  success  of  programs  tar- 
geted at  minority  acquisition  of  failed  thrift  institutions  in  predominantly  minority 
neighborhoods,  affordable  housing,  and  small  investors. 

'niis  is  a  time  of  tremendous  change  for  the  RTC  as  the  FDIC/RTC  Transition 
Task  Force  and  its  numerous  subgroups  have  been  meeting  to  plan  the  RTC's  clos- 
ing and  the  transfer  of  remaining  assets  to  the  FDIC.  Major  signs  of  that  change 
are  now  visible. 

Two  of  RTC's  six  field  offices  will  have  closed  by  the  end  of  this  month.  Several 
programs  have  been,  or  shortly  will  be,  merged  with  the  FDIC.  The  overall  staff  of 
the  RTC  has  decreased  from  a  peak  of  nearly  9,000,  to  about  5,400  on  December 
31,  1994,  to  approximately  5,000  at  the  end  of  May  1995. 

It  is  possible  to  close  the  RTC  entirely  in  December  1995,  a  year  earlier  than  ini- 
tially anticipated,  because  the  iob  has  been  done  rapidly  and  because  the  thrift  in- 
dustry is  sound  and  healthy.  The  thrift  industry  now  has  had  four  consecutive  prof- 
itable years.  In  1994,  it  earned  $4.3  billion,  and  fourth  quarter  earnings  were  $1.2 
billion,  compared  with  $1.1  billion  in  the  fourth  quarter  of  1993.  Core  capital  stood 
at  7.13  percent  of  assets  at  the  end  of  1994,  which  was  an  86  percent  increase  from 
3.83  percent  in  1989. 

That  is  real  progress,  and  the  industry's  condition  today  is  dramatically  improved 
over  its  state  just  6  years  ago. 

There  is  also  significant  management  improvement  at  the  RTC,  as  I  will  detail 
later.  There  were  problems  in  the  Corporation's  early  years  as  it  undertook  a  mas- 
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sive  task  at  the  same  time  as  it  created  the  organization  to  handle  that  task.  The 
management  reforms  proposed  by  Secretary  Bentsen  and  expanded  in  the  1993 
Completion  Act  addressed  those  problems  and  have  provided  a  basis  for  real  im- 

Srovements  in  operations  at  the  RTC.  The  difficulties  that  existed  in  the  early  years 
ave  been  addressed  during  the  past  2  years.  The  Oversight  Board  has  overseen 
these  substantial  improvements  and  the  RTC's  work  is  now  winding  down  rapidly. 

RTC  Funding 

Over  a  period  of  6  years,  $105  billion  has  been  provided  to  the  RTC  to  protect 
deposits  and  pay  for  losses  of  failed  thrifts.  We  expect  the  total  actual  loss  funds 
used  by  the  RTC  will  be  approximately  $87  billion  to  $95  billion.  In  view  of  early 
estimates,  this  effort  should  be  viewed  as  a  success. 

In  1993,  the  Oversight  Board  approved  the  release  of  $4  billion  of  the  $18.3  billion 
made  available  to  the  RTC  by  the  Congress  in  the  RTC  Completion  Act.  Only  that 
amount  the  RTC  demonstrated  it  needed  during  the  fiscal  year  was  released.  ITie 
final  costs  will  be  determined  after  the  sale  of  all  assets  and  termination  of  all  re- 
ceiverships. 

The  Board  procedure  for  release  of  these  funds  is  prudent  financial  management 
and  provides  assurance  that  taxpayer  dollars  will  be  expended  only  where  needed. 

The  Economy 

I  now  want  to  say  a  word  about  the  health  of  our  overall  economy,  for  it  underlies 
the  health  of  our  financial  institutions. 

Growth  during  the  past  2  years  has  averaged  3.5  percent  per  year,  and  inflation 
has  averaged  under  3  percent  a  year.  All  the  signs  now  are  that  inflation  is  under 
control  for  the  foreseeable  future. 

Six  million  new  jobs  have  been  created  in  the  past  2  years,  almost  all  in  the  pri- 
vate sector.  And  the  national  unemployment  rate  has  fallen  from  7.1  percent  to  5.8 
percent.  The  deficit  as  a  share  of  GDP  has  fallen  from  the  4.9  percent  over  2  years 
ago  to  2.7  percent  projected  for  1995.  The  President  has  askea  for  further  review. 

We  are  committea  to  continuing  to  reduce  the  Federal  deficit  at  a  rapid  rate.  Defi- 
cit reduction  will  further  strengthen  the  thrift  industry.  A  truly  healthy  economy 
would  tend  to  help  lower  interest  rates,  thus  assets  in  troubled  thrifts  would  be 
worth  more. 

The  Savings  Association  Insurance  Fund 

While  the  Oversight  Board  plays  no  formal  role  in  the  decisions  regarding  the 
Savings  Association  Insurance  Fund  (SAIF),  a  number  of  us  on  the  Board  are  ac- 
tively involved  in  giving  this  issue  close  scrutiny.  I  want  to  use  this  opportunity  to 
emphasize  the  importance  of  resolving  problems  of  the  SAIF.  One  of  the  lessons  the 
RTC  has  taught  us  is  that  not  providing  sufficient  funding  in  a  timely  manner  can 
result  in  a  very  costly  problem  for  the  taxpayer.  This  suggests  we  should  move 
promptly  to  address  the  SAIF  issue  before  a  crisis  develops. 

RTC  Progress 

The  RTC  has  accomplished  a  great  deal  since  its  creation  almost  6  years  ago.  In 
August  1989,  the  RTC  immediately  became  responsible  for  262  failed  institutions 
with  $114  billion  in  assets.  As  of  today,  the  RTC  has  closed  or  sold  a  total  of  747 
failed  institutions  with  more  than  $460  billion  in  assets. 

In  the  process,  it  has  protected  over  25  million  deposit  accounts,  with  average  bal- 
ances of  $9,000.  In  doing  this,  the  Government's  guarantee  of  deposit  insurance  to 
millions  of  Americans  was  fulfilled. 

At  the  same  time,  the  largest  asset  liquidation  project  in  our  history  was  under- 
taken. Using  all  the  methods  available  including  auctions,  securitizations,  small  in- 
vestor ofTerings,  Land  Fund  sales  and  others,  most  of  the  assets  acquired  from  the 
Nation's  failed  thrift  institutions  have  been  sold.  As  of  today,  more  than  $445  biUion 
in  assets  have  been  sold  or  collected  for  approximately  87  percent  of  their  book 
value. 

This  undertaking  also  has  contributed  to  our  national  goals  for  affordable  housing 
by  selling  more  than  104,000  units  under  the  RTC  Affordable  Housing  Disposition 
Program.  In  this  program,  more  than  700  multifamily  properties  with  over  75,000 
units  have  been  sold.  Of  those  units,  32,000  are  made  available  for  low-  and  mod- 
erate-income families.  These  sales  recovered  more  than  $760  million  for  taxpayers. 
This  is  in  addition  to  the  more  than  22,000  single-family  properties  (with  one  to  four 
units)  sold  to  Americans  with  average  incomes  of  about  $22,000,  or  61  percent  of 
the  national  median.  The  average  purchase  price  of  these  affordable  homes  was 
about  $27,000. 

In  addition,  there  have  been  effective  programs  both  to  increase  the  award  of  con- 
tracts to  minority-  and  women-owned  businesses  (MWOB's)  and  to  provide  acquisi- 
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tion  and  capital  assistance  to  minority  purchasers  of  failed  thrifts  and  their 
branches. 

Under  the  MWOB  program,  approximately  53,000  of  151,000  of  all  contract 
awards  by  the  RTC  went  to  minority-  and  women-owned  firms  through  the  end  of 
March  1995.  The  estimated  fees  for  these  MWOB  contracts  is  $1.3  billion  or  nearly 
28  percent  of  all  estimated  fees  from  inception  to  March  31,  1995.  Under  the  RTC 
Predominantly  Minority  Neighborhood  Sales  I*rogram,  37  percent  of  available 
branches  were  sold  to  minority  acquirers,  or  24  of  tne  65  marketed.  Keeping  thrift 
branches  open  in  minority  communities  provides  access  to  capital  to  help  them  grow 
as  well  as  giving  residents  access  to  financial  services. 

When  this  Administration  took  office  the  RTC  had  many  perceived  problems  that 
made  it  difficult  to  obtain  Congressional  approval  of  funding.  Resolving  the  national 
problem  of  the  thrift,  crisis  has  not  been  a  popular  subject,  and  the  Congress  was 
not  eager  to  vote  on  it  again.  Obtaining  the  funds  necessary  to  complete  the  job  was 
therefore  a  substantial  accomplishment. 

Secretary  Bentsen's  nine  management  reforms,  increased  to  21  reforms  in  the 
Completion  Act,  were  designed  to  reduce  the  cost  and  improve  management  of  the 
RTC.  Today,  1  am  pleased  to  report  that  all  21  management  reforms  contained  in 
that  funding  legislation  have  been  implemented  by  the  RTC.  Some,  like  the  appoint- 
ment of  a  chief  Financial  Officer,  have  been  completed.  Others  are  ongoing.  For  in- 
stance, the  preparation  of  a  Business  Plan  with  regular  updates  is  now  part  of  the 
RTC's  regular  procedures.  And  the  Audit  Committee,  chaired  by  Oversight  Board 
member  Robert  Larson,  has  been  established  and  continues  to  meet  regularly. 

The  RTC's  accomplishments  in  addressing  this  financial  crisis  under  difficult  cir- 
cumstances have  been  many.  And  while  inevitably  there  have  been  problems,  I  be- 
lieve that,  on  balance  the  RTC's  record  is  one  of  considerable  success. 

The  Task  Remaining 

Looking  ahead: 

With  just  over  6  months  before  the  RTC  ceases  all  its  operations,  a  large  amount 
of  time  and  efTort  is,  of  course,  being  devoted  to  the  smooth  transfer  of  remaining 
assets  and  responsibilities  to  the  FDIC. 

Closing  down  such  a  large  and  complex  agency,  and  transferring  its  remaining  re- 
sponsibilities efficiently  to  another  agency,  is  a  complicated  and  time-consuming  un- 
dertaking. The  structure  for  transition  activities  was  provided  by  the  RTC  Comple- 
tion Act. 

The  FDIC/RTC  Transition  Task  Force,  which  consists  of  two  RTC  and  two  FDIC 
representatives,  has  been  meeting  regularly.  It  provided  a  report  to  Congress  at  the 
end  of  1994  and  will  provide  another  report  to  Congress  by  July  1,  1995,  as  required 
by  law. 

The  Task  Force  has  established  15  functional  task  groups  working  on  such  topics 
as  asset  management  and  sales,  resolutions,  finance  and  legal  contracts.  These 
subgroups  develop  detailed  recommendations  for  the  FDIC  to  take  up  RTC  respon- 
sibilities and,  under  the  direction  of  the  Best  Practices  and  Systems  Coordinating 
Committees,  will  recommend  "best  practices"  to  be  retained. 

Currently  the  RTC  holds  just  over  $20  billion  of  assets  to  be  sold.  When  the  FDIC 
takes  over  the  RTC's  responsibilities  at  the  end  of  1995,  it  is  estimated  that  $8  bil- 
lion in  assets  will  remain  to  be  sold.  A  large  portion  of  those  assets  will  be  prop- 
erties with  serious  environmental  problems  that  make  them  difficult  to  sell.  The 
balance  of  the  inventory  will  be  hard-to-sell  assets  that  will  take  a  good  deal  of 
FDIC  time  and  effort  to  liquidate. 

Regarding  resolutions.  Secretary  Bentsen,  as  you  know,  determined  that  June  30, 
1995,  would  be  the  last  date  on  which  the  RTC  will  accept  additional  thrifts.  There- 
after, failed  thrifts  will  be  accepted  by  the  FDIC  for  SAIF.  The  May  1995  Troubled 
Thrift  Report  that  we  sent  to  Congress  indicates  that  there  were  five  savings  asso- 
ciations with  $3.6  billion  in  assets  that  the  OTS  has  determined  are  likely  to  fail 
prior  to  July  1,  1995.  Any  failed  thrifts  accepted  prior  to  July  1  will  be  resolved  by 
the  RTC  through  December  31,  1995  and  the  FDIC  thereafter.  Two  institutions 
have  been  accepted  by  the  RTC  in  recent  weeks  and  immediately  sold. 

On  January  1,  1996,  the  FDIC  will  become  responsible  for  administering  all  ac- 
tivities for  which  the  RTC  had  been  responsible.  This  will  include  not  only  asset  dis- 
position and  resolution  of  any  new  thrifts  acquired  after  July  1,  1995,  but  also  the 
myriad  of  operational  matters  such  as  contract  administration,  financial  administra- 
tion, legal  work,  and  report  submission.  The  FDIC  also  will  have  to  bring  remaining 
receiverships  to  final  termination  after  all  the  assets  in  each  receivership  are  solcT 

As  you  know,  all  assets  and  liabilities  that  remain  on  the  books  of  the  RTC  on 
its  sunset  date  will  transfer  to  the  FSLIC  Resolution  Fund  (FRF),  which  is  managed 
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by  the  FDIC.  The  FDIC  then  will  become  responsible  for  managing  and  disposing 
of  those  remaining  assets  as  expeditiously  and  cost-effectively  as  possible. 

TTie  RTC  and  the  FDIC  are  conducting  a  detailed  review  of  the  RTC's  financial 
position  in  order  determine  the  appropriate  level  of  contingency  funding  above  re- 
serves that  might  be  necessary  to  absorb  losses  from  adverse  changes  in  economic 
conditions,  current  or  potential  litigation,  and  other  factors  beyond  RTC's  and 
FDIC's  control. 

In  reviewing  RTC's  request  for  contingency  funding  above  reserves  the  Board  will 
be  mindful  of  the  need  to  use  the  least  amount  of  the  taxpayers'  money  for  the  work 
remaining.  It  is  also  important  to  note  that  the  funds  approved  will  not  be  drawn 
down  if  the  money  is  not  needed. 

The  Oversight  Board 

I  now  want  to  speak  for  a  moment  about  the  Oversight  Board's  work.  The  Over- 
sight Board  has  been  a  useful  and  effective  body.  It  reviews  RTC  budgets  and  com- 
ments on  the  Corporation's  policies  and  regulations  and  on  its  overall  performance. 
Meeting  six  times  a  year,  the  Oversight  Board  members  have  continuing  dialogue 
with  top  RTC  officials  on  their  work. 

The  high-ranking  bank  and  thrift  regulatory  officials  placed  on  the  Oversight 
Board  by  FIRREA  and  the  succeeding  statutes  gave  the  RTC  increased  visibility  and 
are  indicative  of  the  importance  of  the  Board's  functions.  The  sale  of  some  $460  bil- 
lion in  assets  by  a  new  and  independent  Federal  agency  was  a  matter  of  great  con- 
cern to  Congress.  The  Oversi^t  Board  structure  and  function  was  designed  to  pro- 
vide ongoing  policy  oversi^t  of  the  RTC  as  it  worked  to  achieve  its  mandate.  The 
Board  is  not  involved  in  case-specific  matters  of  the  RTC. 

In  1994,  the  Oversight  Board  strengthened  its  review  of  the  RTC's  programs,  poli- 
cies, and  management  practices  and  will  continue  throughout  1995  to  undertake 
these  reviews.  The  Board  has  continued  to  review  the  RTC  s  quarterly  Financial  Op- 
erating Plan,  its  internal  controls,  organizational  goals,  and  satisfaction  of  these 
goals.  The  Audit  Committee,  which  I  mentioned  earlier,  reviews  audit  findings  by 
the  General  Accounting  Office  (GAO),  the  RTC  Office  of  Contractor  Oversight  and 
Surveillance  and  the  RTC  Inspector  General  (IG).  The  Committee  meets  with  the 
auditors  and  the  RTC  to  ensure  that  issues  raised  by  GAO  and  the  IG  are  addressed 
satisfactorily.  It  also  reviews  financial  operating  reports  and  internal  controls  and 
financial  statements  of  the  Corporation. 

Finally,  the  Oversight  Board  stafT  has  administered  the  Regional  and  National 
Advisory  Boards  and  the  Affordable  Housing  Advisory  Boards.  These  citizen  advi- 
sory bodies  have  provided  public  input  into  the  RTC  decision-making  process.  The 
final  meetings  of  the  six  Regional  Advisory  Boards  will  take  place  in  June  and  July. 
Among  the  Advisory  Boards  recommendations  that  had  significant  impact  on  RTC's 
policies  are  those  in  support  of  the  Small  Investor  Program,  support  for  seller  fi- 
nancing in  asset  disposition,  support  for  the  use  of  securitization  and  auctions  and 
support  for  greater  eflbrts  to  ensure  minority  acquisition  of  thrifts. 

Much  has  been  learned  from  the  RTC's  experience.  These  lessons  ought  not  be 
lost.  The  Oversight  Board  staff  is  helping  to  ensure  that  they  will  not  be.  The  RTC 
is  preparing  a  history  of  the  RTC  involvement  in  the  thrift  crisis.  While  contributing 
to  that  effort,  the  staff  also  is  working  with  the  advisory  boards  to  create  a  history 
of  that  process  and  their  participation.  Together,  these  documents  will  provide  a 
ready  source  of  information. 

After  the  RTC  closes  its  doors  at  the  end  of  this  year,  the  composition  of  the  Over- 
sight Board  will  be  changed  to  the  Secretary  of  the  Treasury,  the  Chairman  of  the 
Federal  Reserve  Board  and  the  Secretary  of  HUD.  After  the  sunset  of  the  RTC,  the 
Oversight  Board's  responsibilities  will  primarily  be  overseeing  the  administration  of 
the  Resolution  Financing  Corporation  (REFCORP)  and  the  repayment  of  the 
REFCORP  bonds.  It  will  also  have  several  immediate  responsibilities,  including 
completion  of  a  final  report  on  the  RTC's  activities,  as  well  as  submission  to  Con- 
gress of  a  final  Semiannual  Report.  The  Oversight  Board  staff  has  already  begun 
an  outline  of  the  final  reporting  requirements  and  activities  related  to  the  RTC  that 
the  Oversight  Board  must  complete  after  sunset. 

The  Board's  staff  office  will  close  during  1996,  after  completing  certain  statutory 
reports  and  duties.  The  ongoing  role  of  the  Board  can  be  accomplished  without  a 
separate  staff  The  precise  closing  date  for  the  Board's  staff  office  will  be  determined 
by  the  Board  later  in  the  year  after  a  complete  review  of  post-RTC  closing  respon- 
sibilities. The  Board  staff  of  approximately  thirty  people  are  Federal  employees  who 
do  not  have  return  rights  to  FDIC  and  will  seek  new  employment  when  the  office 
closes. 
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Conclusion 

In  conclusion,  let  me  state  that  the  RTC  is  on  course  toward  closing  and  transfer- 
ring its  remaining  responsibilities  to  the  FDIC  We  expect  that  not  all  of  the  func^ 
appropriated  will%e  spent  by  the  RTC.  As  we  close  this  chapter  m  the  Nations  his- 
toid, we  do  80  with  a  legacy  of  strong  and  sound  financial  institutions  across  this 

'^"a^s'^nses  to  the  questions  that  FIRREA  requires  be  addressed  at  these  appear- 
ances are  contained  in  Attachment  I.  , ,  ,        ,         j  ^  j  4^^  „„„ 
The  members  of  the  Oversi^t  Board  and  I  would  be  pleased  to  respond  to  any 
questions  you  may  have. 
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PREPARED  STATEMENT  OF  JOHN  E.  RYAN 

Deputy  and  Acting  Chief  Executive  Officer,  Resolution  Trust  Corporation 
Member,  Thrift  Depositor  Protection  Oversight  Board,  Washington,  DC 

June  20,  1995 

The  Resolution  Trust  Corporation  is  only  6  months  away  from  closing  its  doors. 
Created  in  1989  to  deal  with  the  monumental  failure  of  much  of  the  United  States 
savings  and  loan  industry,  the  RTC  is  completing  its  mission,  and  is  scheduled  to 
sunset  on  December  31,  1995,  1  year  earlier  than  was  contemplated  in  the  legisla- 
tion that  established  it. 

The  RTC  was  established  to  make  good  on  the  Government's  promise  to  protect 
federally-insured  depositors  of  savings  and  loan  associations.  This  was  necessary  be- 
cause of  the  collapse  of  much  of  the  savings  and  loan  industry  during  the  1980's 
and  the  demise  of  the  former  Federal  Savings  and  Loan  Insurance  Corporation 
(FSLIC).  As  a  result,  the  Government  embarked  on  the  biggest  financial  rescue  in 
recent  American  history.  The  people  rescued  were  millions  of  depositors  who  had  en- 
trusted their  savings  to  thrift  institutions  in  light  of  Federal  deposit  insurance.  In- 
cluding money  spent  by  the  FSLIC  prior  to  creation  of  the  RTC,  the  thrift  cleanup 
is  expected  to  cost  the  American  taxpayer  approximately  $140  billion.  That  portion 
of  the  cleanup  for  which  the  RTC  is  responsible  is  currently  estimated  to  cost  about 
$90  biUion. 

The  task  assigned  to  the  RTC  has  been  enormous.  From  its  inception  in  August 
1989  through  June  16,  1995,  the  RTC  has  taken  over  and  resolved  747  failed  thrift 
institutions.  In  so  doing,  the  RTC  assumed  responsibility  for  assets  with  a  book 
value  of  $465  billion — almost  half  a  trillion  dollars.  In  disposing  of  institutions  and 
assets  that  came  under  Gk)vemment  control,  the  RTC  has  been  engaged  in  one  of 
the  largest  privatization  efforts  in  history. 

To  handle  this  enormous  workload,  the  RTC  grew  rapidly  during  the  early  years 
of  its  existence,  quickly  becoming  one  of  the  Nation's  largest  financial  institutions 
in  terms  of  the  volume  of  assets  under  its  management.  RTC's  staff  also  increased 
sharply  from  virtually  zero  at  its  inception  in  August  1989  to  nearly  9,000  employ- 
ees at  its  peak  in  early  1992.  The  growth  of  stafi"  would  have  been  much  greater 
except  for  the  RTC's  heavy  reliance  On  outside  contracting  in  accordance  with  Con- 
gressional mandates  and  the  RTC's  nature  as  a  temporary  institution.  As  a  result, 
the  RTC  became  one  of  the  largest  contracting  organizations  in  the  United  States. 
In  1992  alone,  the  number  of  non-legal  contract  awards  and  legal  referrals  totaled 
95,000,  with  estimated  fees  of  $1.7  billion. 

With  growth  of  this  kind,  it  was  perhaps  inevitable  that  problems  would  arise 
within  the  organization,  which  the  agency  has  addressed  conscientiously  and  effec- 
tively. Implementation  of  the  reforms  mandated  by  the  RTC  Completion  Act  are  ad- 
dressed later  in  this  report. 

RTC  work  has  now  been  almost  completed.  All  of  the  747  failed  institutions  trans- 
ferred so  far  to  the  RTC  have  been  resolved,  and  only  a  few  additional  thrifts  may 
be  sent  to  the  RTC  before  its  authority  to  take  over  new  thrift  failures  expires  on 
July  1,  1995.  Most  of  the  RTC  asset  inventory  has  been  sold.  Through  April  30, 
1995,  the  RTC  had  disposed  of  assets  with  a  book  value  of  $445  billion,  nearly  96 
percent  of  the  assets  tnat  had  come  under  its  control.  This  left  $20  billion  in  the 
RTC's  asset  inventory  at  the  end  of  April. 

Downsizing  has  been  proceeding  in  earnest,  with  the  number  of  employees  declin- 
ing— through  attrition,  return  of  staff  to  the  FDIC,  and  nonrenewal  of  temporary 
employment  contracts — from  the  peak  of  nearly  9,000  to  slightly  under  5,00<)  per- 
sons at  the  end  of  May  1995.  Similarly,  the  number  of  contracts  awarded  and  legal 
referrals  by  the  RTC  has  declined  sharply,  from  95,000  in  1992  to  24,700  in  1994. 

I.  RTC's  Mission 

The  RTC  was  established  on  August  9,  1989  by  the  Financial  Institutions  Reform, 
Recovery,  and  Enforcement  Act  (FIRREA).  FIRREA  and  subsequent  legislation  di- 
rected the  RTC  to: 

•  Resolve  all  thrift  institutions,  formerly  insured  by  FSLIC,  which  failed  between 
January  1,  1989  and  a  date  determined  by  the  Chairperson  of  the  Thrift  Depositor 
Protection  Oversight  Board  between  January  1  and  July  1,  1995.  That  date  was 
determined  to  be  July  1,  1995.  Savings  associations  that  become  insolvent  after 
that  date  become  the  responsibility  of  the  FDIC's  Savings  Association  Insurance 
Fund  (SAIF); 

•  Maximize  returns  from  the  sale  or  other  disposition  of  failed  thrifts  and  their  as- 
sets; 
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•  Minimize  the  impact  of  such  transactions  on  local  real  estate  and  financial  mar- 
kets; 

•  Make  efficient  use  of  funds  provided  by  the  Treasury  or  the  Resolution  Funding 
Corporation; 

•  Minimize  the  loss  realized  in  the  resolution  of  cases;  and 

•  Maximize  the  availability  and  affordability  of  housing  for  low-  and  moderate-in- 
come families. 

In  honoring  the  Government's  obligation  to  insured  thrift  depositors,  failed  insti- 
tutions are  transferred  by  the  Office  of  Thrift  Supervision  (OTS)  to  the  RTC  for  res- 
olution. The  RTC  either  transfers  the  deposits  to  a  healthy  institution  or  pays  ofT 
the  insured  depositors  directly.  The  RTC  sells  the  assets  not  passed  to  acquirers  at 
the  time  of  resolution,  and  tne  proceeds  of  these  sales  are  used  to  pay  dividends 
to  the  RTC  and  other  general  creditors.  The  difference  between  the  RTC's  outlay 
at  the  time  of  resolution  and  the  dividends  recovered  is  the  cost  of  the  resolution. 

n.  Resolution  Activity 

A.  Overall  Resolution  Results 

From  its  inception  on  August  9,  1989  to  June  16,1995,  the  RTC  resolved  all  747 
institutions  taken  over  through  that  date,  protecting  25  million  deposit  accounts  and 
$221  billion  in  deposits.  The  average  account  balance  protected  was  $9,000  (Exhibit 
1).  In  1994  alone,  the  RTC  resolved  64  thrifts,  protecting  2  million  deposit  accounts 
and  $14  billion  in  deposits.  The  average  balance  protected  in  1994  was  $7,000. 

In  resolving  these  747  institutions,  the  RTC  was  in  most  cases  able  to  transfer 
their  deposits  to  a  healthy  bank  or  thrift.  This  helped  preserve  the  franchise  value 
of  the  failed  institutions  and  resulted  in  savings  of  $4.7  billion  over  the  estimated 
cost  of  paying  off  all  747  institutions.  Such  premiums  represented  3  percent  of  core 
deposits  since  the  inception  of  the  RTC.  Premiums  are  determined  by  a  market  driv- 
en process.  In  1994,  with  the  supply  of  failed  thrifts  dwindling,  premiums  received 
by  the  RTC  for  deposit  franchises  amounted  to  9  percent  of  core  deposits. 

The  RTC  is  also  responsible  for  resolving  any  savings  associations  that  fail  and 
are  taken  over  by  RTC  before  July  1,  1995.  As  of  June  9,  1995  the  OTS  had  identi- 
fied 3  institutions  with  approximately  $1.9  billion  in  assets  as  possible  RTC  cases. 
How  many  institutions  will  actually  fail  in  the  short  time  before  the  July  1  expira- 
tion date  depends  on  the  current  efforts  of  these  troubled  institutions  to  secure  pri- 
vate capital  needed  to  meet  regulatory  requirements. 

B.  Resolutions  Under  RTC's  Minority  Preference  Resolution  Program 
FIRREA  and  subsequent  legislation  directed  the  RTC  to  extend  assistance  to  mi- 
nority acquirers  of  failed  institutions  under  certain  circumstances.   Pursuant  to 
these    statutes,    the    RTC    has    established    three    initiatives    to    assist    minority 
acquirers: 

•  Failed  minority-owned  thrifts  are  ofi'ered  on  a  first  priority  basis  to  investors  of 
the  same  minority  group; 

•  Failed  majority-owned  thrifts,  or  their  branches,  are  offered  with  Interim  Capital 
Assistance  (ICA)  exclusively  to  minority  acquirers  if  no  other  acceptable  bid,  not 
dependent  on  ICA,  is  received;  and 

•  Any  failed  thrifts,  or  any  of  their  branches,  that  are  located  in  predominantly  mi- 
nority neighborhoods  (PMN's),  are  offered  with  a  bidding  preference  to  minority 
acquirers  if  this  results  in  the  same  cost  to  the  RTC.  The  highest  minority  bidder 
for  an  office  in  a  PMN  is  permitted  to  match  the  high  nonminority  bid,  provided 
his  or  her  bid  is  within  10  percent  of  the  high  majority  bid. 

Under  the  first  initiative,  through  June  16,  1995,  the  RTC  resolved  29  previously 
minority-owned  thrifts.  Full  banking  services  to  the  community  were  maintained  in 
24  cases,  and  like-minority  ownership  was  preserved  in  15.  In  8  of  the  cases,  a  new 
minority-owned  depository  institution  was  created.  The  RTC  paid  off  insured  deposi- 
tors in  5  of  the  29  resolutions — only  after  extensive  RTC  marketing  efforts  resulted 
in  no  acceptable  bids,  from  either  minority  or  majority  bidders. 

Under  tne  second  initiative,  two  institutions  and  three  branches  of  one  institution 
were  acquired  by  minority  investors. 

Under  the  third  initiative,  minority  bidders  acquired  25  of  the  69  offices  located 
in  PMN's  in  23  thrifts.  The  other  44  ofTices  were  acquired  by  non-minority  institu- 
tions, which  are  expected  to  continue  banking  services  in  those  neighborhoods. 

m.  Asset  Disposition 

Among  the  RTC's  most  formidable  tasks  has  been  the  liquidation  of  an  unprece- 
dented volume  of  troubled  assets.  In  this  effort,  the  RTC  has  of  necessity  developed 
new  markets  and  techniques.  A  few  of  the  early  initiatives  did  not  achieve  hoped- 
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for  results  and  were  replaced  by  more  efficient  and  higher  yielding  strategies.  Over- 
all, however,  the  RTC  nas  left  an  important  legacy  of  accomplishment  and  experi- 
ence in  this  area.  In  this  regard,  a  number  of  large  private  financial  institutions 
have  utilized  techniques  pioneered  by  the  RTC  in  liquiaating  their  own  troubled  as- 
sets. 

In  managing  and  selling  assets,  the  RTC  has  made  extensive  use  of  private  sector 
expertise  in  accordance  with  Congressional  direction  as  well  as  sheer  necessity.  Pri- 
vate sector  firms  are  used  to  service  loans,  manage  properties,  value  assets,  provide 
financial  advice,  and  perform  a  host  of  other  tasks.  The  RTC  has  also  entered  into 
partnerships  with  private  sector  firms  in  order  to  utilize  their  expertise  in  disposing 
of  poorer-quality  assets.  These  joint  ventures  combine  appropriate  incentives  lor  the 
private  partners  with  the  prospect  of  additional  recoveries  for  the  RTC  and  for  tax- 
payers from  the  long-term  liquidation  of  the  underlying  assets. 

A.  Overall  Asset  Disposition  Results 

Through  April  30,  the  RTC  had  disposed  of  assets  with  a  book  value  of  $445  bil- 
lion, nearly  £fe  percent  of  the  $465  billion  of  assets  that  had  come  under  its  control 
since  inception.  This  left  $20  billion  (book  value)  of  assets  in  RTC's  inventory  at  the 
end  of  April.  Three-fourths  of  this  inventory  consisted  of  nonperforming  loans,  per- 
forming commercial  loans,  real  estate,  and  other  hard-to-sell  assets  (Exhibits  2 
and  3). 

In  early  1989,  at  the  request  of  the  Bush  Administration,  the  FDIC  had  begun 
to  take  failed  thrift  institutions  into  conservatorship.  When  the  RTC  was  estab- 
lished in  August  1989,  the  RTC  took  over  this  responsibility  from  the  FDIC.  Thus, 
on  the  first  day  of  its  existence,  the  RTC  assumed  control  of  262  failed  thrifts  with 
more  than  $1()0  billion  in  assets.  The  inventory  peaked  at  $186  billion  at  the  end 
of  May  1990  and  reached  its  lowest  level  thus  far  ($20  billion)  on  April  30,  1995 
(Exhibit  4). 

Through  April  1995,  the  RTC  disposed  of  99  percent  of  its  securities,  97  percent 
of  its  1-4  family  mortgages,  93  percent  of  other  mortgages,  95  percent  of  other 
loans,  95  percent  of  real  estate,  and  86  percent  of  other  assets  (Exhibit  5). 

Recoveries  from  sales  and  collections  totaled  $388  billion,  averaging  87  percent  of 
original  book  value  through  April  1995.  Different  types  of  assets  received  very  dif- 
ferent recovery  rates.  Thus,  the  RTC  received  recoveries  of  98  percent  of  book  value 
on  securities  and  55  percent  on  real  estate.  (Exhibit  6). 

As  the  composition  of  the  RTC's  inventory  has  changed  over  the  years  and  the 
better-quality  assets  were  sold  off,  recovery  rates  dropped  from  97  percent  in  1989 
to  64  percent  in  1994.  (Exhibit  7). 

In  1994  alone,  book  value  reductions  totaled  $42.0  billion,  98  percent  of  the  an- 
nual goal  of  $42.9  billion  set  by  the  RTC  at  the  beginning  of  the  year.  Proceeds  of 
sales  and  collections  amounted  to  $27.2  billion,  or  95  percent  of  the  full-vear  goal 
of  $28.5  billion.  These  favorable  results  occurred  despite  the  fact  that  RTC  held  back 
on  the  sale  of  performing  1-4  family  mortgages  pending  the  completion  of  minority 
preference  resolutions.  As  required  by  the  RTC  Completion  Act,  minority  acquirers 
of  institutions  or  ofTices  in  predominantly  minority  neighborhoods  have  first  priority 
over  other  disposition  methods  for  performing  assets  under  RTC  management. 

At  the  end  of  April  1995,  RTC's  inventory  of  assets  had  a  book  value  of  $20  bil- 
lion. Some  additional  assets  may  come  to  the  RTC  as  a  result  of  new  failures  prior 
to  July  1.  Projected  book  value  reductions  for  1995  total  $19  billion,  primarily  from 
existing  inventory.  Cash  proceeds  are  projected  to  amount  to  $11  billion,  or  about 
60  percent  of  book  value  reductions.  This  projected  recovery  rate  is  lower  than  the 
64  percent  recorded  in  1994,  as  well  as  lower  than  in  earlier  years,  because  the  bet- 
ter quality  assets  have  been  sold  ofT  and  RTC's  inventory  has  become  increasingly 
dominated  by  lower-quality  assets. 

RTC's  May  1995  Business  Plan  projected  that  at  its  sunset  on  December  31,  1995, 
the  RTC  would  have  assets  in  liquidation  with  a  book  value  ranging  from  $8  to  $10 
billion.  This  range  reflects  uncertainty  regarding  the  number  and  assets  of  new  fail- 
ures prior  to  the  July  1  expiration  of  the  RTC's  authority  to  take  over  additional 
institutions.  Assets  remaining  at  the  RTC's  sunset  will  be  liquidated  by  the  FDIC. 

B.  Asset  Disposition  Strategies 

In  order  to  maximize  returns  on  the  disposition  of  the  enormous  volume  of  assets 
coming  under  its  control,  the  RTC  has  developed  a  variety  of  strategies  including 
securitization,  equity  partnerships  with  private  sector  firms,  auctions,  whole  loan 
sales,  compromises  and  settlements  with  borrowers,  and  sales  of  individual  real  es- 
tate properties  through  brokers.  Among  the  factors  considered  in  choosing  a  strategy 
are  tne  characteristics  of  the  asset,  statutory  requirements,  past  recovery  experi- 
ence, current  market  conditions  and  the  volume  of  assets  to  be  sold.  A  guiding  prin- 
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ciple  for  these  strategies  is  that  all  assets  under  RTC  control  are  available  to  be 
sold  at  current  market  prices  through  a  professional  marketing  campaign  that  pro- 
duces a  competitive  environment.  Selection  of  strategies  for  certain  types  of  assets 
are  subject  to  the  asset  marketing  requirements  prescribed  by  the  RTC  Completion 
Ad- 
Exhibit  8  shows  for  each  major  asset  type  the  principal  strategies,  listed  in  order 
of  priority,  which  are  utilized  by  the  RTC  for  that  asset  type.  For  example,  in  the 
case  of  performing  1-4  family  mortgages,  the  RTC  first  offers  these  loans  to  minor- 
ity acquirers  of  failed  thrifts  under  the  Minority  Preference  Resolutions  Program, 
as  required  by  the  RTC  Completion  Act.  Performing  1—4  family  mortgages  that  re- 
main after  minority  preference  resolutions  are  completed  are  made  available  for 
mortgage-backed  securitization,  which  is  the  RTC's  primary  vehicle  for  the  disposi- 
tion of  performing  loans  after  meeting  statutory  requirements.  In  this  regard,  the 
Congressional  Budget  Office,  concluded  in  a  July  1992  report  that  ".  .  .  The  objec- 
tives of  selling  loans,  doing  so  quickly,  and  obtaining  the  highest  possible  return  to 
the  Government  oflen  conlTict.  .  .  .  Securitization  may  be  the  option  most  consistent 
with  the  RTC's  conflicting  objectives."  Performing  1—4  family  mortgages  are  sold 
through  whole  loan  sales  when  the  volume  of  similar  assets  is  insufficient  for 
securitization  or  when  projected  whole  loan  pricing  is  superior  to  securitization  pric- 
ing. 

Other  types  of  assets  have  sharply  different  characteristics  and  require  different 
disposition  strategies  in  order  to  maximize  returns.  For  example,  in  dealing  with 
nonperforming  conunercial  and  multifamily  loans,  the  RTC  first  seeks  to  com- 
promise with  borrowers,  who  have  an  incentive  to  preserve  their  equity  investment 
and  avoid  foreclosure.  Compromise  with  borrowers,  therefore,  oflen  provides  the 
highest  return  for  the  taxpayers.  Where  compromise  is  not  feasible,  the  loans  are 
generally  placed  in  equity  partnerships  between  RTC  and  private  sector  asset  man- 
agers which  provide  the  potential  for  future  gains  for  the  RTC  as  the  underlying 
assets  are  liquidated.  A  third  disposition  priority  for  this  type  of  asset  is  a  portfolio 
sale  or  auction  that  has  no  upside  potential  but  preserves  the  cost  advantages  of 
pooled  transactions. 

Equity  partnerships  are  used  for  a  variety  of  assets  such  as  land,  nonperforming 
loans  and  judgments,  deficiencies  and  charge-offs  (essentially  unpaid  bills  that  the 
failed  thrifts  were  not  able  to  collect).  These  joint  ventures  represent  a  disposition 
strategy  where  the  private  partner  can  make  a  profit  only  if  the  RTC  and  taxpayers 
benefit  as  well. 

In  the  case  of  1—4  family  real  estate  owned,  properties  eligible  for  the  Affordable 
Housing  Disposition  Program  (AHDP)  are  offered  through  auction  or  sealed  bids  to 
eligible  buyers.  Those  properties  not  eligible  for  the  AHDP,  or  not  placed  in  auctions 
or  sealed  bids  due  to  special  property  characteristics,  are  sold  through  individual 
broker  sales. 

Commercial  real  estate  properties  are  offered  to  purchasers  through  brokers  on 
an  individual  basis. 

The  RTC  utilizes  its  Small  Investor  Program  (SIP)  to  meet  the  needs  of  investors 
or  investor  groups  with  moderate  levels  of  capital  who  want  to  buy  or  invest  in  RTC 
assets.  SIP  strategies  include: 

•  Individual  olTering  of  real  estate  properties; 

•  More  localized  auctions; 

•  Smaller  real  estate  and  loan  pools; 

•  More  geographically  segmented  groups  of  assets; 

•  Lower  aggregate  values  on  assets  in  securitization;  and 

•  Reduced  fees  and  bid  package  costs. 

The  SIP  has  conducted  over  200  "How-to-Buy"  seminars  or  bidders  conferences 
throughout  the  country,  attracting  over  25,000  potential  investors.  The  RTC  Inves- 
tor newsletter,  announcing  RTC  sales  events  and  activities,  is  published  bimonthly. 
The  current  investor  database  carries  over  18,000  individuals  and  businesses. 

C.  Affordable  Housing  Program 

Through  its  Affordable  Housing  Disposition  Program  (AHDP),  the  RTC  has  en- 
abled thousands  of  low-  and  moderate-income  families  to  realize  the  goal  of  home 
ownership.  In  an  RTC  publication.  Representative  Marge  Roukema  (R-NJ)  explained 
her  support  of  affordable  housing  as  part  of  the  FIRKEA  legislation  as  follows:  "I 
became  convinced  that  if  we  were  going  to  spend  the  taxpayers'  money  like  this  we 
would  have  to  make  some  contribution  to  social  needs.  ...  It  is  a  well  run  oper- 
ation." {The  Silver  Linine,  Fall  1992AVinter  1993). 

From  inception  through  March  31,  1995,  the  RTC  sold  over  104,000  dwelling  units 
for  a  total  of"  $1.5  billion  through  the  AHDP.  This  included  22,409  1^  family  prop- 
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erties  (with  26,803  units)  sold  to  low-  and  moderate-income  households.  It  also  in- 
cluded 723  multifamily  properties  (with  77,705  units)  sold  to  entities  that  rent  at 
least  35  percent  of  the  units  in  each  property  to  low-  and  very  low-income  house- 
holds at  restricted  rents  for  the  remaining  useful  life  of  the  property. 

Recoveries  under  the  AHDP  have  averaged  74  percent  of  appraised  value  since 
the  inception  of  the  program.  As  of  the  end  of  March  1995,  AHDP  had  1,950  single- 
family  and  202  multifamily  properties  remaining  in  its  inventory. 

Most  AHDP  single-family  properties  have  been  sold  through  sales  events  targeted 
to  first-time  home  buyers.  The  RTC  also  uses  a  network  of  community-based  non- 
profit housing  organizations  to  provide  an  array  of  marketing  strategies  to  reach  low 
income  families  and  minorities  that  are  often  bypassed  by  traditional  marketing 
methods.  At  recent  nationwide  auctions,  39  percent  of  buyers  were  minorities  and 
75  percent  were  first-time  home  buyers.  The  average  annual  income  of  households 
purchasing  single-family  homes  was  $21,962,  representing  61  percent  of  national 
median  income.  The  average  purchase  price  was  $27,477. 

In  order  to  further  assist  low-  and  moderate-income  families  to  realize  home  own- 
ership, the  RTC  offers  seller  financing  to  buyers  of  AHDP  properties.  Of  all  single- 
family  homes  sold  through  the  program,  24  percent  have  been  seller  financed  by  the 
RTC. 

In  addition,  the  AHDP  has  donated  properties  to  eligible  nonprofit  organizations 
and  local  governments  for  use,  for  example,  in  hurricane  or  earthquake  relief  efforts. 
To  date,  the  RTC  has  donated  737  1-4  family  dwellings  (with  976  units)  and  62 
multifamily  properties  (with  1,117  units). 

Pursuant  to  the  requirements  of  the  RTC  Completion  Act,  the  RTC's  Affordable 
Housing  Disposition  Program  will  be  unified  with  the  FDIC's  program.  Consolida- 
tion of  Washington  functions  is  in  process.  All  field  functions  will  be  unified  by  Sep- 
tember 30,  1995. 

D.  Environmental  Assets 

Among  the  assets  in  the  RTC's  inventory  are  real  estate  properties  with  environ- 
mental problems.  Reflecting  its  longstanding  concern  about  environmental  issues, 
the  RTC  in  September  19^  issued  a  comprehensive  set  of  environmental  policies 
and  procedures.  Environmental  specialists  and  environmental  response  attorneys 
were  hired  for  all  of  our  offices  and  trained  in  these  policies  and  procedures. 

A  basic  objective  is  to  identify  the  important  environmental  conditions  or  features 
of  the  properties,  including  special  resource  conditions  such  as  wetlands  and  endan- 
gered species  habitats,  as  well  as  hazardous  conditions  such  as  leaking  underground 
storage  tanks.  Once  these  conditions  are  identified,  they  are  made  known  to  buyers 
and  ^ctored  into  RTC's  pricing  decisions  and  disposition  strategies.  For  hazardous 
conditions  that  require  remediation  by  local.  State,  or  Federal  law,  as  well  as  for 
friable  asbestos,  we  prefer  to  have  the  buyer,  rather  than  the  RTC,  remediate  the 
hazard.  Sales  documents  include  provisions  that  protect  the  RTC  from  future  liabil- 
ity and  require  the  buyer  to  place  sufficient  funds  in  an  escrow  account  to  cover  the 
remediation  costs.  In  a  few  instances,  the  RTC  will  remediate  if  there  is  an  emer- 
gency situation  or  if  a  small  corrective  action  will  enhance  the  market  value  of  the 
property. 

According  to  our  information,  there  are  51  real  estate  assets  that  have  remedi- 
ation costs  that  exceed  appraised  values.  Of  these  51,  five  assets  represent  92  per- 
cent of  total  remediation  costs  estimated  on  a  worse  case  basis.  These  five  assets 
have  been  carefully  reviewed.  After  considering  their  ownership  status,  projected  re- 
mediation costs  and  major  legal  defenses  available  to  the  RTC,  estimated  losses  on 
these  five  assets  could  reasonably  range  from  $10  to  $35  million.  In  the  very  worst 
case,  should  none  of  the  available  legal  defenses  prevail,  the  loss  would  be  just  over 
$100  million.  The  RTC  will  continue  to  work  with  the  relevant  Government  agencies 
to  locate  the  parties  who  originally  caused  the  contamination  as  well  as  to  exercise 
due  care  in  the  management  of  these  assets. 

IV.  Legal  Activity 

A  critical  function  of  the  RTC  is  to  pursue  and  prosecute  wrongdoing  and  civil 
fraud  at  failed  institutions  in  order  to  recover  funds  for  taxpayers.  From  its  incep- 
tion through  May  31,  1995,  the  RTC  has  collected  more  than  $2.2  billion  from  pro- 
fessional liability  settlements  and  judgments.  This  includes  more  than  $943  million 
collected  from  a  variety  of  claims  against  Drexel  Bumham  Lambert,  Michael 
Milken,  and  others.  In  1994  alone,  collections  from  settlements  and  judgments  to- 
taled more  than  $511  million,  the  largest  amount  for  any  1  year  of  the  RTC's  exist- 
ence. These  figures  include  collections  on  claims  against  directors  and  officers,  attor- 
neys, accountants,  appraisers,  brokers  and  dealers,  and  fidelity  bonds. 
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RTC's  claims  against  professionals  have  resulted  in  a  high  after-cost  return  for 
the  American  taxpayer.  From  inception  throu^  May  31,  1995,  fees  and  expenses 
for  outside  counsel  lor  these  matters  totaled  $493  million,  compared  with  combined 
Professional  Liability  Section  (PLS)  and  Drexel  Milken  recoveries  of  more  than  $2.2 
billion.  This  represents  an  overall  recovery  to  cost  ratio  of  $4.54  recovered  for  every 
Si  oT  cxDcnsGs, 

In  1994,  RTC  PI^  litigation  declined  from  304  cases  to  274.  This  reflected  57  new 
cases  instituted  during  tne  year  and  87  cases  resolved  through  settlement  or  judg- 
ment. In  1994,  all  PI.S  claims  were  resolved  at  74  thrifts,  bringing  the  total  number 
of  thrifts  with  all  claims  resolved  to  317,  or  42  percent  of  all  thrifts  that  have  come 
under  RTC  control. 

In  1994,  there  were  279  settlements  of  individual  PLS  claims,  although  many  of 
these  did  not  resolve  entire  cases.  There  were  also  3  "global"  settlements  during  the 
year  which  resolved  47  additional  cases. 

Impact  of  Statute  of  Limitations  Legislation 

In  the  past  2  years,  there  have  been  a  number  of  Federal  Circuit  and  District 
Court  decisions  which  held  that  StaU.  statutes  of  limitations  had  expired  before  the 
affected  institution  failed.  Most  notably,  see  FDIC  v.  Dawson,  4  F.3d  1303  (5th  Cir. 
1993),  cert,  denied.  114  S.  Ct.  2673  (1994);  FDIC  v.  Cocke.  7  F.3d  396  (4th  Cir. 
1993),  cert,  denied.  115  S.  Ct.  53  (1994);  and  RTC  v.  Artlev.  28  F.3d  1099  (11th  Cir. 
1994).  These  cases  address  an  issue  critical  to  the  RTC  s  ability  to  assert  claims 
against  directors  and  officers  and  other  classes  of  professionals  who  have  caused 
damage  to  failed  federally  insured  thrifts. 

These  cases  have  looked  to  State  law — in  Texas,  Virginia,  and  Georgia,  respec- 
tively— and  ascertained  that  these  States  did  not  have  developed  doctrines  of  'ad- 
verse domination,"  or  that  they  would  not  apply  such  a  doctrine  under  the  cir- 
cumstances presented  by  the  agencies'  cases.  Aaverse  domination"  is  a  legal  doc- 
trine that,  historically,  has  been  applied  routinely  in  circumstances  in  which  the 
wrongdoers  controlled  the  thrift's  ability  to  assert  the  claims  prior  to  its  failure. 
Their  interests  are  "adverse"  to  the  corporation  since  they  are  unwilling  to  sue 
themselves,  and  through  their  "domination"  of  the  corporation,  they  can  serve  those 
adverse  interests,  at  the  corporation's  expense,  by  preventing  it  from  filing  suit. 

Section  201  of  the  Riegle-Neal  Interstate  Bankmg  and  Branching  Efficiency  Act 
of  1994  revived  certain  types  of  claims  on  which  the  State  statute  of  limitations  had 
expired  within  the  5  years  before  the  institution  failed.  However,  the  claims  affected 
by  this  revival  were  limited  to  "fraud,  intentional  misconduct  resulting  in  unjust  en- 
richment, or  intentional  misconduct  resulting  in  substantial  loss  to  the  institution." 
This  legislative  action,  therefore,  is  unlikely  to  have  a  positive  impact  on  any  RTC 
case  or  claim  which  has  been  dismissed  or  placed  in  jeopardy  by  the  Dawson-Cocke- 
Artley  line  of  decisions. 

V.  Minority  and  Women's  Programs 

The  RTC's  remains  committed  to  the  participation  of  minorities  and  women  in  all 
RTC  pro-ams  and  activities.  In  pursuit  of  this  goal,  the  RTC  recently  issued  a  final 
rule,  Minority-  and  Women-Owned  Business  and  Law  Firm  Program"  (12  CFR  Part 
1617).  The  new  rule,  which  replaced  an  interim  final  rule,  incorporates  the  new  pro- 
visions required  by  the  RTC  Completion  Act  for  all  future  contracts,  both  nonlegal 
and  legal.  The  RTC  also  continued  its  outreach  program  to  minority-  and  women- 
owned  Dusinesses  and  law  firms,  encouraging  their  participation  in  contracting  and 
investment  opportunities  available  at  the  RTC. 

The  RTC  has  also  worked  to  strengthen  the  RTC's  MWOB  certification  process 
against  fraud  and  misrepresentation,  and  to  ensure  equitable  MWOB  participation 
on  source  lists.  In  pursuit  of  this,  the  RTC  expanded  its  verification  process  to  en- 
sure that  the  national  MWOB  database  contained  an  accurate  inventory  of  certified 
MWOB  firms,  and  increased  monitoring  and  oversight  of  MWOB  program  activities 
in  RTC  field  offices. 

VI.  Twenty-One  Management  Reforms 

The  RTC  Completion  Act  required  21  management  reforms,  which  encompass  the 
reforms  promised  by  then-Secretary  of  the  Treasury  Lloyd  Bentsen  in  his  testimony 
before  the  House  Committee  on  Banking,  Finance  and  Urban  Affairs  on  March  16, 
1993. 

The  management  reforms  generally  address  strengthening  contracting  procedures, 
asset  disposition  activities,  audit  follow-up,  expanding  opportunities  for  minorities 
and  women,  developing  a  comprehensive  business  plan,  RTC's  professional  liability 
section  (PIjS),  and  improving  management  information  systems,  as  well  as  several 
other  areas  of  RTC  operations.  The  twenty-one  management  reforms  are  listed  in 
Exhibit  9. 
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Exhibit  10  indicates  the  actions  taken  for  each  of  the  21  management  reforms. 
Nineteen  of  the  reforms  have  either  been  completed  or  are  complete  and  have  an 
on-going  component.  In  the  case  of  the  latter,  all  necessary  action  has  been  taken 
to  comply  with  the  requirement,  but  some  continuing  action  or  monitoring  is  re- 
quired throu^  the  end  of  RTC's  existence.  Two  management  reforms  are  not  yet 
complete.  They  are:  maintaining  an  effective  management  information  system  (re- 
form 11);  and  establishing  guidelines  for  achieving  a  reasonably  even  distribution 
of  contracts  among  subgroups  comprising  at  least  5  percent  of  all  certified  MWOB's 
and  MWOLF's  (reform  15).  These  two  reforms  should  be  completed  shortly. 

The  General  Accounting  Office's  Final  Report  on  the  Implementation  of  the  Man- 
agement Reforms  in  the  RTC  Completion  Act  agrees  with  the  status  of  each  reform 
as  shown  in  Exhibit  10.  The  GAO  stated  that  most  of  the  planned  actions  to  imple- 
ment the  reforms  have  been  completed,  and  that  monitoring  is  required  for  many 
of  the  reforms  until  RTC  ceases  its  operations  at  the  end  of  1995. 

It  should  be  noted  that  such  monitoring  reflects  the  nature  of  some  of  the  reforms 
required  by  the  Completion  Act.  For  example,  reform  12  requires  that  RTC  "main- 
tain" effective  internal  controls.  This  has  been  interpreted  as  an  activity  that  must 
continue  throughout  the  remaining  life  of  the  RTC  and  therefore  should  be  the  sub- 
ject of  a  monitoring  process. 

Vn.  RTC  Funding 

The  RTC  uses  funds  for  two  purposes — loss  funds  and  working  capital.  Loss  funds 
(with  the  exception  of  the  $30  billion  raised  by  the  Resolution  Funding  Corporation 
and  the  $1.2  billion  contributed  by  the  Federal  Home  Loan  Banks)  are  provided  by 
Congress  and  are  used  to  fill  the  gap  between  RTC  outlays  at  resolution  and  the 
RTC's  estimated  present  value  recoveries  from  the  sale  of  assets  of  failed  institu- 
tions in  receivership.  Working  capital  is  borrowed  from  the  Federal  Financing  Bank 
(FFB)  and  provides  for  temporary  funding  of  assets  retained  by  the  RTC  when  insti- 
tutions are  resolved.  FFB  borrowings  are  backed  by  the  estimated  RTC  recoveries 
from  the  sale  of  the  assets  of  failed  institutions.  In  other  words,  dividends  and  other 
repayments  from  receiverships  are  used  to  pay  off  FFB  borrowings. 

A  simple  example  can  be  used  to  illustrate  the  relationship  between  loss  funds 
and  worxing  capital.  Suppose  the  RTC  closes  down  an  institution  whose  liabilities 
consist  of  $100  in  deposits  and  whose  assets  have  a  book  value  of  $98.  Suppose  also 
that  the  RTC  estimates  that  the  true  market  value  of  these  assets  is  $75.  In  order 
to  make  good  on  the  (jovemment's  obligation  to  insured  depositors,  the  RTC  uses 
$100  to  pay  off  the  depositors  of  the  failed  institution,  and,  in  its  receivership  capac- 
ity, takes  possession  of  the  failed  institution's  assets.  Since  it  eventually  expects  to 
recover  $75  from  the  sale  of  these  assets,  it  funds  the  $100  returned  to  depositors 
by  borrowing  $75  in  working  capital  from  the  FFB  and  using  $25  in  loss  funds.  This 
$25  is  the  cost  of  the  failure  to  the  taxpayer.  In  reality,  however,  the  RTC  will  not 
know  how  much  this  failure  will  actually  cost  the  taxpayer,  and  can  only  make  an 
estimate,  until  all  the  assets  of  the  failed  institution  have  been  sold.  If  it  ends  up 
selling  the  assets  for  $80  instead  of  $75,  then  the  failure  will  have  ended  up  costing 
the  taxpayer  only  $20.  On  the  other  hand  if  it  sells  the  assets  for  $70,  then  the  fail- 
ure will  have  ended  up  costing  the  taxpayer  $30. 

As  of  year  end  1994,  the  RTC  had  $23  billion  in  FFB  borrowings  outstanding.  At 
the  end  of  May  1995,  the  figure  stood  at  $17  billion. 

The  Congress  has  authorized  $105  billion  in  loss  funds  for  the  RTC  since  its  in- 
ception, of  which  $18.3  billion  was  made  available  by  the  RTC  Completion  Act.  Thus 
far,  $4  billion  of  the  $18.3  billion  has  been  released  by  the  Thrift  Depositor  Protec- 
tion Oversight  Board  for  the  RTC. 

How  much  of  the  $105  billion  the  RTC  will  eventually  need  cannot  be  known  with 
certainty  at  this  time.  According  to  RTC's  current  estimates,  resolution  costs  total 
$90  billion  for  the  747  already  resolved  thrifts  together  with  the  3  additional  thrifts 
identified  by  the  OTS  as  possible  RTC  cases. 

The  GAO  has  opined  favorably  on  RTC's  financial  statements  for  the  last  3  years, 
noting  that  "the  Corporation  used  an  appropriate  methodology  for  estimating  the  re- 
covery value  of  receivership  assets  and  used  the  best  available  information."  How- 
ever, GAO  has  also  noted  that  "significant  uncertainties  still  exist  regarding  general 
economic  conditions,  interest  rates,  and  real  estate  markets  that  could  affect  the 
value  of  assets  at  resolved  and  unresolved  institutions."  As  noted  earlier,  the  RTC 
had  $20  billion  of  book  value  assets  at  the  end  of  April  1995,  and  some  of  those 
assets  will  not  be  disposed  of  until  after  the  RTC  sunsets.  Depending  on  economic 
conditions,  recoveries  on  the  sale  of  these  assets  could  be  higher  or  lower  than  cur- 
rently estimated. 
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In  addition,  when  the  RTC  securitizes  a  group  of  loans,  it  puts  aside  a  portion 
of  the  proceeds  as  a  form  of  credit  enhancement  to  cover  credit  losses  on  the  under- 
lying loans. 

The  amount  paid  out  of  these  reserves  is  expected  to  be  substantially  less  than 
the  reserve  itself,  and  the  RTC  had  a  loss  allowance  of  $1.7  billion  against  these 
reserves  at  the  end  of  1994.  As  in  the  case  of  other  assets,  actual  losses  on  these 
reserves  could  be  greater  or  less  than  currently  expected. 

Thus,  while  our  current  point  estimate  of  taxpayer  cost  is  $90  billion,  there  is  still 
considerable  uncertainty  tnat  will  not  be  eliminated  until  the  last  asset  is  finally 
sold  and  the  last  RTC  securitization  bond  has  finally  matured.  As  such,  the  final 
cost  to  the  taxpayer  could  range  between  $87  billion  and  $95  billion. 

Since  it  is  the  FDIC's  FSLIC  Resolution  Fund  (FRF)  which  will  assume  RTC's  as- 
sets and  liabilities  after  RTC  sunsets,  RTC  is  working  jointly  with  the  FDIC  to  re- 
estimate  this  range.  Once  this  analysis  is  completed,  the  RTC  and  FDIC  will  re- 
quest that  the  Oversight  Board  transfer  to  the  RTC  sufficient  funds  to  cover  the 
high  end  of  the  range  so  that  even  if  economic  conditions  take  a  turn  for  the  worse, 
and  net  recoveries  Irom  RTC  assets  are  lower  than  currently  expected,  the  FRF  will 
have  sufficient  funds  to  cover  the  liabilities  it  inherits  from  the  RTC.  Such  a  trans- 
fer will  have  no  effect  on  the  deficit,  and  if  it  turns  out  that  these  contingency  funds 
are  not  needed,  they  will  in  effect  revert  back  to  the  Treasury  in  accordance  with 
the  provisions  of  F'IRREA  and  the  RTC  Completion  Act. 

Vm.  Transition  to  FDIC 

RTC  transition  to  the  FDIC  represents  one  of  the  greatest  challenges  facing  the 
RTC  today.  FIRREA  provides  that  after  the  sunset  of  the  RTC,  the  RTC's  assets 
and  liabilities  are  to  be  transferred  to  the  FSLIC  Resolution  Fund  (FRF),  one  of 
three  funds  administered  by  the  FDIC,  and  that  the  FDIC  is  to  succeed  the  RTC 
as  conservator  or  receiver.  In  other  words,  the  RTC  is  to  be  absorbed  into  the  FDIC. 
In  order  to  facilitate  this  merger,  the  RTC  has  been  undergoing  an  orderly 
downsizing  and,  as  required  by  the  RTC  Completion  Act,  a  joint  FDIC/RTC  Transi- 
tion Task  Force  has  been  appointed  to  guide  the  transition  process. 

A.  Personnel  Issues 

From  the  beginning,  Congress  designed  the  RTC  as  a  temporary  agency.  FIRREA 
provided  that  the  RTC  was  to  have  no  employees  and  that  its  staff  would  be  employ- 
ees of  the  FDIC  who  would  be  reassigned  to  the  FDIC  at  sunset  with  certain  return 
rights.  RTC  employees  are  hired  under,  and  subject  to,  the  same  personnel  rules 
and  policies  as  those  employees  assigned  to  the  FDIC  and  function  under  the  same 
administrative  rules. 

The  wisdom  of  this  approach  was  two-fold:  It  permitted  the  RTC  to  acquire  an 
experienced  staff  almost  irom  the  moment  of  its  creation;  and  it  provides  the  stabil- 
ity needed  to  retain  staff  as  sunset  approaches.  The  RTC  was  not  allowed  a  leisurely 
start-up.  The  day  it  was  created,  262  institutions  were  placed  under  its  control  to 
be  resolved.  Many  FDIC  employees — entire  offices,  in  fact — were  reassigned  involun- 
tarily to  the  RTC  overnight  with  little  more  than  the  "wave  of  a  wand.'  For  the  next 
2  and  one  half  years  oi  its  existence,  the  RTC,  and  the  FDIC  employees  assigned 
to  it,  remained  under  the  direct  management  of  the  FDIC.  The  Chairman  of  the 
FDIC  was  also  the  Chairman  of  the  RTC,  and  the  board  of  the  FDIC  also  served 
as  the  board  of  the  RTC. 

As  sunset  draws  near,  the  RTC  continues  to  rely  on  this  approach  as  it  faces  the 
problem,  inherent  to  any  temporary  agency,  of  maintaining  sufficient  staff  strength 
over  its  remaining  temporary  life.  If  tne  KTC  cannot  retain  staff  to  wind  down  its 
work  in  an  orderly  fashion,  and  to  effectuate  a  smooth  hand-off  to  the  FDIC,  the 
results  could  be  very  costly  to  the  taxpayer. 

FIRREA,  as  modified  by  subsequent  legislation,  provides  that  all  RTC  employees 
at  sunset  be  reassigned  to  the  FDIC,  and  that  all  permanent  employees  assigned 
to  the  RTC  at  sunset  be  integrated  into  the  FDIC  organization  with  the  same  sta- 
tus, tenure,  pay  and  grade  they  had  immediately  prior  to  sunset.  FIRREA  also  pro- 
hibits the  FDIC  from  involuntarily  separating  these  returned  employees  for  1  year, 
except  for  cause.  These  provisions  should  help  RTC  maintain  the  necessary  core  of 
employees  as  it  heads  toward  sunset. 

Nevertheless,  the  Transition  Task  Force,  created  by  the  RTC  Completion  Act  (see 
below),  was  concerned  that  adequate  levels  of  knowledgeable  employees  be  main- 
tained to  complete  the  remaining  work  and  has  made  recommendations  that  have 
been  adopted  by  the  heads  of  both  the  RTC  and  the  FDIC.  The  Task  Force  recog- 
nized that  the  disparity  between  RTC  employees  with  FIRREA  protections  and 
FDIC  employees,  including  those  returned  prior  to  sunset,  resultea  in  inequity  to 
FDIC  employees.  The  Task  Force  also  recognized  that  transition  planning  and  the 
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early  return  of  functions  would  be  served  by  removing  these  inequitifes  so  that, 
among  other  things,  the  early  return  of  personnel  carried  no  penalty.  Thus,  it  rec- 
ommended, after  review  by  the  Thrift  Depositor  Protection  Oversight  Board 
(TDPOB)  and  approval  by  the  FDIC  and  RTC,  extending  the  FIRREA  job  protec- 
tions to  all  employees. 

The  RTC  is  endeavoring  to  achieve  an  orderly  personnel  downsizing  as  it  heads 
toward  sunset.  Planning  for  a  reduction  in  staff  began  as  early  as  1992  with  FDIC/ 
RTC  interagency  agreements  generally  to  freeze  the  hiring  of  permanent  employees 
and  permanent  promotions.  In  addition,  in  recognition  of  the  fact  that  it  would  need 
to  grow  quickly  to  handle  a  burgeoning  workload  and  then  shrink  quickly  as  that 
workload  diminished,  both  the  RTC  and  the  FDIC  have  relied  heavily  on  temporary 
employees,  initially  in  the  field,  and  ultimately  in  Washington  as  well. 

Less  than  one-quarter  of  RTC  employees  are  permanent  employees,  with  the  rest 
representing  temporary  personnel.  The  heavy  reliance  on  a  temporary  workforce  has 
allowed  the  RTC  to  shrink  staff  in  concert  with  shrinking  workload.  RTC  employ- 
ment peaked  at  nearly  9,000  in  early  1992.  As  of  the  end  of  May  1995,  this  number 
had  fallen  to  slightly  less  than  5,000,  a  decrease  of  approximately  45  percent. 

While  part  of  the  reduction  in  RTC  permanent  staff  may  be  accounted  for  by  vol- 
untary resignations,  the  more  significant  reduction  is  due  to  the  return  of  RTC  staff 
to  the  FDIC.  Beginning  in  April  1992  through  the  end  of  1994,  the  RTC  had  re- 
turned approximately  900  employees  to  the  FDIC.  Of  the  approximately  5,000  RTC 
employees  on  board  at  the  end  of  May,  approximately  1,300  nationwide,  are  perma- 
nent employees.  Of  these  employees,  more  than  half  were  originally  FDIC  employ- 
ees, and  more  than  half  of  the  remainder  are  career  civil  servants  who  came  to  the 
RTC  from  other  Government  agencies.  The  remaining  3,700  are  temporary  employ- 
ees. Furthermore,  all  but  approximately  260  of  these  temporary  appointments  ex- 
pire on  or  before  year-end  1995.  These  remaining  temporary  employees  were  hired 
when  the  RTC  was  scheduled  to  sunset  at  year-end  1996  and  have  terms  that  ex- 
tend into  1996. 

Another  aspect  of  RTC's  flexibility  to  handle  first  a  growing  and  now  a  shrinking 
workload  has  been  its  heavy  reliance  on  private  sector  contractors.  A  private  sector 
financial  institution  the  size  of  the  RTC  at  its  peak  would  normally  have  tens  if  not 
hundreds  of  thousands  of  employees.  However,  FIRREA  instructed  the  RTC  to  use 
the  services  of  private  sector  contractors  whenever  the  services  are  available  and 
it  is  cost  efficient  to  use  them.  Accordingly,  the  RTC  has  made  extensive  use  of  pri- 
vate sector  contractors.  This  has  allowed  it  to  keep  its  staff  down,  and  as  workload 
has  diminished,  both  the  number  and  dollar  volume  of  contracting  has  decreased  as 
well. 

B.  RTC  Downsizing 

In  addition  to  shrinking  the  number  of  employees  and  contracts,  the  RTC  has  also 
reduced  the  number  of  its  offices.  As  of  June  30,  1992,  the  RTC  had  offices  in  19 
cities  plus  Washington.  Today,  it  has  offices  in  six  cities  plus  Washington.  The 
RTC's  Denver  field  office  was  closed  as  of  the  end  of  March,  and  its  remaining  work 
was  transferred  to  RTC's  California  office.  The  RTC's  Kansas  City  Ofiice  is  sched- 
uled to  be  closed  and  merged  with  the  FDIC's  Chicago  Office  by  the  end  of  June. 
These  ofiice  closings  will  not  completely  eliminate  RTC's  presence  in  these  cities 
however.  The  RTC  nas  financial  service  centers  (FSC's)  that  process  financial  trans- 
actions in  both  these  cities.  The  Denver  FSC  has  always  supported  the  California 
field  ofTice  as  well  as  the  Denver  field  office  and  it  will  continue  to  support  the  Cali- 
fornia office.  The  Kansas  City  FSC  will  support  RTC  operations  at  its  new  home 
in  Chicago. 

C.  Transition  Task  Force 

The  RTC  Completion  Act  directed  the  RTC  and  the  FDIC  to  establish  an  Inter- 
agency Task  Force  to  serve  as  the  architect  of  the  RTC/FDIC  merger.  Accordingly, 
the  FDIC/RTC  Transition  Task  Force  was  established  on  February  25,  1994. 

It  is  comprised  of  four  members,  two  from  the  FDIC  and  two  from  the  RTC.  The 
FDIC  representatives  include  John  F.  Bovenzi,  Director,  Division  of  Depositor  and 
Asset  Services,  and  Dennis  F.  Geer,  Acting  Chief  Ojserating  Officer  and  Deputy  to 
the  Chairman.  At  the  time  the  Task  Force  was  established,  John  E.  Ryan  rep- 
resented the  RTC  on  the  Task  Force  in  his  capacity  as  Deputy  CEO,  along  with  RTC 
General  Counsel,  Ellen  B.  Kulka.  On  October  31,  1994,  Bany  S.  Kolatch,  Vice  Presi- 
dent for  Planning,  Research,  and  Statistics,  replaced  Mr.  Ryan  as  one  of  the  RTC 
representatives  on  the  Task  Force. 

The  mission  of  the  FDIC/RTC  Transition  Task  Force  is  to  facilitate  the  transfer 
of  the  assets,  jjersonnel,  and  operations  of  the  RTC  to  the  FDIC  or  the  FSLIC  Reso- 
lution Fund  in  a  coordinated  manner.  Its  specific  duties  are  to: 
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1.  Examine  the  operations  of  the  FDIC  and  the  RTC  to  identify,  evaluate,  and 
resolve  differences  in  the  operations  of  the  corporations  to  facilitate  an  orderly 
merger  of  such  operations; 

2.  Recommena  which  of  the  management,  resolution,  or  asset  disposition  systems 
of  the  RTC  should  be  preserved  for  use  by  the  FDIC; 

3.  Recommend  procedures  to  be  followed  by  the  FDIC  and  the  RTC  which  will 
promote  coordination  between  the  corporations  before  the  termination  of  the  RTC 
and  an  orderly  transfer  of  assets,  personnel,  and  operations; 

4.  Evaluate  the  management  enhancement  goals  applicable  to  the  Resolution 
Trust  Corporation  under  Section  21A(p)  of  the  Federal  Home  Loan  Bank  Act  and 
recommend  which  of  such  goals  should  apply  to  the  FDIC. 

5.  Evaluate  the  management  reforms  applicable  to  the  Resolution  Trust  Corpora- 
tion under  section  21A(w)  of  the  Federal  Home  Loan  Bank  Act  and  recommend 
which  of  such  reforms  should  apply  to  the  FDIC. 

The  Task  Force  is  charged  with  sending  two  reports  to  Congress.  The  first  of 
these  was  transmitted  to  the  leadership  of  the  full  Committee  on  December  28, 
1994.  The  second  is  due  no  later  than  June  30,  1995. 

The  December  1994  report  outlined  much  of  the  activity  of  the  Task  Force.  A 
number  of  the  more  important  actions  taken  by  the  Task  Force  to  date  are  as  fol- 
lows: 

•  The  Task  Force  has  established  15  functional  task  groups  chaired  jointly  by  senior 
managers  at  the  FDIC  and  RTC  to  do  much  of  the  merger  planning  and  imple- 
mentation. Other  committees  have  been  established  to  coordinate  such  important 
areas  as  communications,  facilities  planning,  internal  controls,  legal  issues,  sys- 
tems reviews  and  best  practice  reviews. 

•  The  Task  Force  has  decided  on  time  frames  for  returning  staff  to  the  FDIC.  Dele- 
gated responsibilities  for  many  functions  will  be  transferred  to  the  FDIC  prior  to 
RTC  sunset.  These  include  resolutions  and  conservatorship  operations  whose 
staff,  except  for  a  few  people  in  Washington,  returned  to  the  FDIC  by  January 
31,  1995;  the  information  resource  management  function  which  is  scheduled  to  re- 
turn to  the  FDIC  by  June  30,  1995;  and  the  asset  management  function  which 
is  scheduled  to  return  to  the  FDIC  between  June  30,  1995  and  September  30, 
1995.  In  addition,  those  portions  of  RTC's  Legal  Division,  that  support  functions 
being  transferred  to  the  FDIC,  will  follow  their  client  and  also  transition  back  to 
the  FDIC. 

•  Each  of  the  task  groups  is  preparing  a  detailed  implementation  plan  to  serve  as 
a  foundation  for  merger  into  the  FDIC.  These  plans  include:  a  workload  analysis 
to  identify  activities  to  be  completed  in  1996  and  those  extending  beyond  1996; 
proposed  organization  and  stafTing  structures  for  the  merged  FDIC/RTC  organiza- 
tions post-sunset;  an  identification  of  contracts  that  are  needed  after  sunset  for 
RTC  work;  consideration  of  delegations  of  authority  needed  by  the  FDIC;  and 
training  needs. 

Much  remains  to  be  done  to  implement  a  smooth  merger,  but  most  of  the  major 
decisions  have  been  made,  and  the  detailed  implementation  planning  is  underway. 
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Exhibit  1 

Resolution  Activity,  through  June  16,  1995 


^^^^^^^^^^^^^^^^^H        to 

Inception 
to  date 

Number  of  Thrifts  Resolved 

Total  protected  deposits.  $s  in  billions* 

Number  of  protected  deposit  accounts, 
in  millions 

Average  balance  per  deposit  account 

3 

$1.8 

0.2 

$10,000 

747 

$220.6 
25.0 

$9,000 

*  Deposits  of  resolved  institutions  are  as  of  the  date  of  resolution. 
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Exhibit  2 


Through  April,  the  RTC  had  disposed 

of  nearly  96%  of  the  assets  that  have  come 

under  Its  control. 


Book  Value 
Sold  and  Collected 

$445  billion 


Book  Value  of  Assets:  $465  Billion 
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EXHIBIT  9 


Management  Reforms  Required  by  RTC  Completion  Act 

1.  Establish  and  maintain  a  comprehensive  Business  Plan. 

2.  Subject  to  certain  exceptions,  provide  a  120  day 
marketing  period  before  selling  real  property  assets  on 
other  than  an  individual  basis,  and  require  multi-asset 
sales  made  after  the  120  day  marketing  period  be 
justified  in  writing. 

3.  Require  that  a  qualified  person  or  entity  write 
management  and  disposition  plans  on  an  asset-by-assat 
basis,  or  a  vnritten  determination  that  a  bulk  transaction 
would  maximize  net  recovery  and  provide  opportunity  for 
broad  participation  by  qualified  bidders,  including 
minority  and  women-owned  businesses,  for  real  property 
with  a  book  value  of  more  than  $400,000  and  non- 
performing  real  estate  loans  with  a  book  value  of  more 
than  $1,000,000. 

4.  Maintain  a  division  of  Minority  and  Women's  Programs 
whose  head  is  a  vice  president  and  who  serves  on  the 
RTC's  Executive  Conaittee. 
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5.  Appoint  a  Chief  Financial  Officer  who  reports  directly  to 
the  GEO,  has  no  operating  responsibilities  other  than  as 
CFO,  and  has  such  authority  and  duties  pursuant  to  the 
Chief  Financial  Officers'  Act,  as  detemined  appropriate 
by  the  oversight  Board. 

6.  Review  and  revise  procedures  for  qualifying  applicants 
for  Basic  ordering  Agreements  to  ensure  that  MWOBs  and 
snail  businesses  are  not  inadvertently  excluded;  review 
existing  lists  of  eligible  contractors  to  ensure  maximum 
participation  by  MWOBs;  and  prescribe  appropriate 
regulations  and  procedures. 

7.  Maintain  procedures  and  uniform  standards  for  entering 
into  contracts  and  overseeing  contractors  and 
stibcontractors ;  review  contract  oversight  to  ensure 
sufficient  resources;  maintain  uniform  guidelines  for 
procurement  of  basic  goods  and  administrative  services. 

8.  The  Thrift  Depositor  Protection  Oversight  Board  shall 
establish  and  maintain  an  Audit  Committee. 

9.  Respond  to  problems  identified  in  audits  of  the  RTC's 
financial  and  asset  disposition  operations,  or  certify  to 
the  Oversight  Board  that  no  action  is  necessary  or 
appropriate. 
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10.  Appoint  an  Assistant  General  Counsel  for  Professional 
Liability  within  the  Legal  Division  to  direct  the 
investigation,  evaluation  and  prosecution  of  all 
professional  liability  claims.  Report  to  Congress 
semiannually  on  litigation. 

11.  Maintain  an  effective  Management  Information  System. 

12.  Maintain  effective  internal  controls  against  fraud, 
waste,  and  abuse. 

13.  Appoint  a  vice  President  for  Minority  and  Women's 
Programs,  a  Chief  Financial  Officer,  an  Assistant  General 
Counsel  for  Professional  Liability,  a  General  couneel, 
and  a  Deputy  Chief  Executive  Officer. 

14.  Include  in  the  annual  report  to  Congress  an  itemization 
of  expenditures  of  funds  authorized  by  the  Congress  and 
a  disclosure  of  the  salaries  and  other  compensation  to 
directors  and  senior  executive  officers  at  RTC-controlled 
institutions. 

15.  Establish  guidelines  fpr  achieving  a  reasonably  even 
distribution  of  contracts  among  subgroups  comprising  at 
least  S  percent  of  all  certified  MWOBs  and  MHOLFs. 
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16.  Provide  sanctions  for  violations  of  MWOB  subcontracting 
and  joint  venture  requirements. 

17.  In  acquisitions  of  institutions  or  their  branches  located 
in  predominantly  minority  neighborhoods,  give  preference 
to  minority  bidders  over  any  other  offer  that  results  in 
the  same  cost  to  the  RTC;  make  interim  capital  assistance 
available  to  such  bidders  and  give  them  first  priority  in 
the  disposition  of  performing  assets. 

18.  Establish  reasonable  goals  for  ^WOB  subcontracting  and, 
in  general,  prohibit  any  contracts  with  fees  of  $500,000 
or  more  unless  the  contractor  subcontracts  with  an  KHOB 
and  compensates  it  commensurately. 

19.  Apply  competitive  bidding  procedures  in  awarding 
contracts  that  are  no  less  stringent  than  those  in  effect 
at  the  time  of  the  Act's  enactment  on  December  17,  1993, 
and  nothing  in  the  act,  or  any  other  provision  of  law, 
shall  supersede  RTC's  primary  duty  to  minimize  costs  and 
maximize  retiirn. 

20.  Rely  on  staff  counsel  when  this  would  provide  the  saaa 
level  of  quality  in  legal  services  as  outside  counsel  at 
the  same  or  a  lower  estimated  cost;  limit  the  use  of 
outside  counsel  to  those  instances  where  it  provides  the 
most   practicable,   efficient,   and   cost   effective 


78 


resolution  and  only  under  a  negotiated  fee,  contingent 
fee,  or  competitively  bid  fee  arrangement. 

21.   Create  client  Responsiveness  Units  in  each  RTC  regional 
office  reporting  to  the  Corporation's  Ombudsman. 
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PREPARED  STATEMENT  OF  RICKI  TIGERT  HELPER 

Chairman,  Federal  Deposit  Insurance  Corporation 

Member,  RTC  Thrift  Depositor  Protection  Oversight  Board,  Washington,  DC 

June  20,  1995 

Mr.  Chairman,  I  am  pleased  to  appear  before  you  today  as  a  member  of  the  Thrift 
Depositor  Protection  Oversight  Board  and,  in  particular,  to  address  the  perspective 
of  the  Federal  Deposit  Insurance  Corporation  (FDIC)  on  the  statutorily  mandated, 
orderly  transfer  of  the  remaining  operations  of  the  Resolution  Trust  Corporation 
(RTC)  to  the  FDIC  at  the  end  of  tnis  year.  I  would  like  to  provide  you  this  morning 
with  a  brief  overview  of  how  the  FDIC  has  prepared  for  this  transfer  and  how  it 
relates  to  some  of  the  major  management  initiatives  now  underway  at  the  FDIC. 

Overview 

The  RTC  was  established  in  1989  by  the  Financial  Institutions  Reform,  Recovery, 
and  Enforcement  Act  (FIRREA).  FIRREA  authorized  the  FDIC  to  provide  staff  and 
support  services  to  the  RTC  on  a  reimbursable  basis.  It  also  established  the  FDIC 
as  the  exclusive  manager  of  the  RTC.  Under  that  authority,  the  FDIC  Board  of  Di- 
rectors acted  as  the  RTC  Board  of  Directors  from  RTC's  inception  until  February 
1992.  During  the  RTC's  first  2  years,  the  FDIC  provided  to  the  RTC  a  wide  range 
of  support  services,  but  the  RTC  gradually  assumed  direct  responsibility  for  most 
functional  areas  during  that  period.  By  the  time  the  Board  of  Directors  approved 
the  establishment  of  separate  RTC  legal  and  personnel  offices  in  September  1991, 
the  RTC  was  largely  operating  as  a  separate  entity. 

The  RTC  Restructuring,  Refinancing,  and  Improvement  Act  (RTCRRIA),  enacted 
in  December  1991,  removed  the  FDIC  as  manager  of  the  RTC,  effective  February 
1,  1992.  It  created  a  new  RTC  position  of  Chief  Executive  Officer  (CEO)  and  trans- 
ferred to  the  new  CEO  most  of  the  authority  previously  vested  in  the  FDIC  Board 
of  Directors  and  the  RTC  Oversight  Board,  which  permitted  the  RTC  to  exercise  full 
authority  over  its  own  operations.  The  Act  also  restructured  the  RTC  Oversight 
Board  as  the  Thrift  Depositor  Protection  Oversight  Board  in  its  present  form  to  ad- 
dress policy  issues  related  to  the  RTC. 

FIRREA  established  December  31,  1996,  as  the  sunset  date  for  the  RTC  and  pro- 
vided that  all  RTC  assets  and  liabilities  on  that  date  would  be  transferred  to  the 
FSLIC  Resolution  Fund  (FRF),  under  FDIC  management.  Under  the  terms  of 
FIRREA,  as  subsequently  modified  by  RTCRRIA,  permanent  RTC  employees  were 
given  certain  employment  rights  at  the  FDIC  whether  released  by  the  RTC  prior 
to  or  at  sunset. 

The  Resolution  Trust  Corporation  Completion  Act  (the  Completion  Act),  enacted 
in  December  1993,  changed  the  RTC's  sunset  date  to  December  31,  1995.  It  also  pro- 
vided for  the  establishment  of  a  Transition  Task  Force  to  plan  for  the  orderly  trans- 
fer of  RTC  operations  to  the  FDIC.  In  accordance  with  the  requirements  of  that  Act, 
Acting_FDI(J  Chairman  Andrew  C.  Move,  Jr.,  and  Deputy  and  Acting  RTC  CEO 
John  E.  Ryan  appointed  an  FDIC/RTC  Transition  Task  Force  (Task  Force)  in  Feb- 
ruary 1994.  Two  senior  executives  of  the  FDIC  were  appointed  to  the  Task  Force: 
Dennis  F.  (Jeer,  Acting  Deputy  to  the  Chairman  and  Chief  Operating  Officer,  and 
John  F.  Bovenzi,  Director  of  the  Division  of  Depositor  and  Asset  Services. 

The  Completion  Act  required  the  Task  Force  to  perform  the  following  duties: 

•  To  identify  and  resolve  operational  differences  between  the  RTC  and  the  FDIC 
with  respect  to  the  resolution  of  failed  financial  institutions  and  the  disposition 
of  their  assets; 

•  To  recommend  which  RTC  systems  should  be  preserved  for  use  by  the  FDIC; 

•  To  recommend  transition  procedures  which  promote  coordination  between  the 
FDIC  and  the  RTC  before  tne  termination  of  the  RTC  and  an  orderly  transfer  of 
RTC  assets,  personnel,  and  operations  to  the  FDIC;  and 

•  To  evaluate  certain  management  enhancement  goals  and  reforms  previously  ap- 
plied by  statute  to  the  RTC  and  recommend  wnich  of  these  goals  and  reforms 
should  apply  to  the  FDIC. 

These  requirements  all  related  to  the  FDIC's  assumption  of  the  RTC's  responsibil- 
ities for  resolving  failed  savings  and  loan  institutions  and  disposing  of  their  assets. 
They  did  not  relate  to  the  FDIC's  other-significant  statutory  functions,  which  in- 
clude banking  supervision,  compliance  and  consumer  affairs,  research  and  statistics, 
and  management  of  the  deposit  insurance  funds.  Those  functions  are  unaffected  by 
issues  related  to  the  RTC  transition. 

In  response  to  the  requirements  of  the  Completion  Act,  the  Task  Force  has  initi- 
ated a  broad  range  of  transition  planning  activities  under  the  joint  direction  of  sen- 
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ior  FDIC  and  RTC  managers.  Twenty-eight  separate  functional  areas  have  been 
identified,  and  15  joint  task  groups  have  been  established  to  review  workload,  orga- 
nization, and  staffing;  identijy  and  address  operational  difierences,  including  man- 
agement reforms  at  the  RTC;  and  develop  for  Task  Force  review  plans  and  rec- 
ommendations for  the  transition  of  each  function.  A  total  of  29  management  goals 
and  reforms,  63  automated  systems,  and  76  "best  practices"  are  under  review  by  the 
Task  Force. 

The  Task  Force  also  has  established  a  number  of  joint  FDIC/RTC  committees  to 
be  responsible  for  important  aspects  of  the  transition  that  cut  across  functional 
lines,  such  as  personnel  policy,  accounting  and  budget  procedures,  legal  policies,  fa- 
cilities planning,  and  the  maintenance  oi  effective  internal  controls  over  transition 
activities. 

Planning  for  the  transition,  under  the  leadership  of  the  Task  Force,  is  on  track 
and  has  been  characterized  by  cooperation  between  the  FDIC  and  the  RTC.  The  tes- 
timony of  the  RTC  describes  many  of  the  transition  planning  activities  that  are  un- 
derway and  the  planned  schedule  for  the  transition.  I  would  like  to  focus  on  how 
the  FDIC  plans  to  absorb  RTC  operations  and  personnel  and  the  anticipated  impact 
that  this  will  have  on  the  FDIC. 

The  FDIC  is  concerned  primarily  with  three  major  challenges  as  it  carries  out  this 
transition: 

•  The  integration  of  permanent  RTC  employees  into  the  FDIC  workforce,  including 
dealing  with  any  resulting  staff  imbalances; 

•  The  smooth  transfer  of  functions  previously  performed  by  the  RTC,  with  an  em- 
phasis on  the  efficient  completion  of  remaining  worit;  and 

•  The  assurance  that  adequate  financial  resources  are  available  to  complete  this  re- 
maining work. 

Integration  of  RTC  Employees  into  the  FDIC 

Probably  the  most  significant  aspect  of  the  transition,  from  the  FDIC  perspective, 
is  the  statutory  requirement  to  absorb  a  large  number  of  RTC  employees  at  a  time 
when  the  FDIC  itself  is  in  the  midst  of  a  major  downsizing  efTort.  At  the  outset, 
it  is  important  to  understand  that  the  FDIC  is  required  to  absorb  only  about  25  per- 
cent of  the  RTC's  current  workforce.  Approximately  1,300  permanent  RTC  employ- 
ees have  long-term  employment  rights  at  the  FDIC.  This  is  in  addition  to  about  900 
permanent  RTC  employees  with  re-employment  rights  at  the  FDIC  who  have  al- 
ready been  transferred  to  the  FDIC.  Another  260  temporary  RTC  employees  have 
time-limited  appointments  that  extend  past  the  RTC's  sunset  date.  Those  employees 
will  also  come  to  the  FDIC,  but  all  of  their  appointments  will  expire  by  the  end  of 
1996. 

In  anticipation  of  the  eventual  merger  of  the  two  workforces,  FDIC  and  RTC  man- 
agement took  steps  several  years  ago  to  limit  the  number  of  RTC  employees  who 
had  permanent  employment  rights  at  the  FDIC.  They  recognized  that  tne  workload 
from  the  rise  in  banking  and  thrift  failures  in  the  late  1980  s  and  early  1990's  would 
be  temporary  and,  with  authority  from  the  U.S.  Office  of  Personnel  Management, 
elected  to  rely  heavily  on  temporary  employees  to  perform  much  of  the  asset  man- 
agement and  disposition  work  resulting  from  these  failures,  rather  than  substan- 
tially increasing  their  permanent  workforces. 

In  early  1992,  former  FDIC  Chairman  William  Taylor  and  RTC  CEO  Albert  Casey 
jointly  implemented  further  restrictions  on  the  hiring  of  permanent  employees  at 
the  FDIC  and  the  RTC.  Under  the  Casey-Taylor  agreement,  virtually  all  employees 
hired  in  both  corporations  for  the  past  three  years  have  received  temporary,  time- 
limited  appointments.  About  three-fourths  of  RTC's  current  workforce  and  almost 
one  third  of  FDIC's  current  workforce  hold  temporary,  time-limited  appointments  of 
various  types. 

As  of  the  end  of  April  1995,  FDIC  and  RTC  staffing  broke  down  approximately 
as  follows: 


FDIC 

RTC 

Totals 

Permanent  

Temporary  (Time-Limited)  

TOTALS  

7,400 

3,600 

11,000 

1,300 
3,900 
5,200 

8,700 

7,500 

16,200 

The  high  percentage  of  temporary  employees  in  both  workforces  makes  the  dif- 
ficult task  of  downsizing  somewhat  less  difficult,  because  personnel  reductions  may 
be  accomplished  by  not  renewing  temporary  appointments  as  they  expire  in  com- 
bination with  restrictions  on  new  hiring.  Both  tne  FDIC  and  the  RTC  have  already 
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taken  advantage  of  the  temporary  nature  of  their  workforces  to  downsize  substan- 
tially from  their  peak  staffing  levels: 

•  The  FDIC  has  reduced  its  total  staffing  from  a  peak  of  about  15,600  in  mid-1993 
to  fewer  than  11,000  as  of  the  end  of  April  1995,  and  we  plan  to  reduce  our  staff- 
ing to  just  under  10,000  by  the  end  of  this  year,  a  reduction  of  over  30  percent 
since  1993.  A  25  percent  reduction  has  been  accomplished  during  the  past  six 
quarters. 

•  The  RTC  has  reduced  its  total  staffing  from  a  peak  of  8,500  in  early  1992  to  about 
5,200  as  of  the  end  of  April  1995,  an  almost  40  percent  reduction.  Substantial  fur- 
ther downsizing  will  occur  within  RTC  throu^out  the  remainder  of  1995. 

Reductions  in  the  FDIC  and  RTC  workforces  over  the  past  several  years  are  illus- 
trated in  Exhibit  A. 

Limitations  on  permanent  promotions  were  also  implemented  by  the  FDIC  and 
the  RTC  in  early  1992,  as  an  integral  part  of  the  Casey-Taylor  agreement.  As  a  re- 
sult, about  1,700  FDIC/RTC  employees  (800  in  the  FDIC,  900  in  the  RTC)  hold  tem- 
porary promotions  today.  For  the  rest  of  this  year  and  during  the  first  few  months 
of  1996,  after  RTC's  remaining  operations  and  permanent  staff  have  been  trans- 
ferred to  the  FDIC,  we  will  complete  a  review  of  all  positions  occupied  by  employees 
with  temporary  promotions  to  assess  whether  there  is  a  continuing  need  for  each 
such  position.  This  will  almost  certainly  result  in  the  elimination  oi  many  of  these 
promotions,  particularly  among  the  higher-graded  executive  and  managerial  posi- 
tions that  are  duplicated  in  the  two  corporations,  with  a  corresponding  reduction  in 
the  FDIC's  personnel  costs. 

Linkage  with  the  FDIC's  Strategic  Planning  Process 

In  April,  the  FDIC  Board  of  Directors  adopted  the  first  Strategic  Plan  in  the  61- 
year  history  of  the  agency.  In  conjunction  with  that  action,  a  1995  Operating  Plan 
is  now  in  the  final  stages  of  development.  I  have  also  initiated  a  comprehensive 
analysis  of  FDIC  workload  and  staffing,  including  the  projected  post-sunset  work- 
load and  staffing  resulting  from  the  RTC  transition.  This  effort,  which  is  expected 
to  be  completed  in  early  summer  in  conjunction  with  the  FDIC's  mid-year  budget 
review,  is  a  direct  outgrowth  of  the  Strategic  Plan. 

'nie  new  Strategic  Plan  and  the  companion  Operating  Plan  define  the  key  objec- 
tives and  priorities  to  be  pursued  by  the  FDIC  and  will  guide  the  activities  of  the 
corporation  in  si^ificant  ways  over  the  next  several  years.  They  will  also  provide 
the  basis  for  decisions  about  the  appropriate  medium  and  long-term  allocation  and 
grade  structure  of  FDIC's  staff  resources,  including  employees  coming  from  the 
RTC,  as  well  as  employees  devoted  to  the  other  significant  statutory  functions  of  the 
FDIC. 

As  the  first  step  in  our  comprehensive  analysis  of  workload  and  stafTing,  FDIC 
divisions  and  offices  are  defining  key  workload  indicators  and  core  workload  levels — 
the  level  at  which  the  division's  or  office's  workload  can  be  expected  to  remain  con- 
stant over  time  without  regard  to  economic  and  other  changes  affecting  the  banking 
and  thrift  industries.  This  core  workload  will  then  be  related  to  a  core  staffinglevel 
in  both  the  headquarters  and  field  offices  of  each  FDIC  division  and  office.  These 
core  stalling  levels  will  provide  a  baseline  for  the  FDIC's  authorized  permanent 
workforce. 

Once  this  analysis  has  been  completed,  staffing  imbalances  within  the  FDIC,  in- 
cludinjg  those  that  may  occur  in  conjunction  with  the  FDIC/RTC  transition,  will  be 
identified  and  addressed.  The  qualifications  of  individual  employees  in  divisions  and 
offices  identified  as  having  excess  staff  will  be  reviewed,  and  qualified  employees 
will  be  matched  to  staffing  needs  in  the  other  divisions  and  offices  identified  as  hav- 
ing insufficient  staff.  Reassignments,  including  reassignments  to  different  geo- 
graphic areas,  will  then  be  made  as  necessary  to  address  identified  staffing  imbal- 
ances. As  a  part  of  this  process,  we  will  work  to  ensure  that  RTC  employees  are 
reassigned  to  positions  within  the  FDIC  for  which  they  are  qualified  and  where 
their  skills  are  most  needed. 

Another  approach  currently  under  consideration  for  dealing  with  staffing  imbal- 
ances identified  throijgh  our  strategic  planning  process  is  the  use  of  an  employee 
buyout  program.  The  FDIC  in  July  1994  instituted  a  buyout  program  similar  to  that 
used  in  other  Federal  agencies.  That  program  was  implemented  on  a  limited  basis 
in  conjunction  with  an  early  retirement  program  authorized  by  the  U.S.  Office  of 
Personnel  Management.  A  total  of  25  employees  left  FDIC  in  1994  as  a  result  of 
the  buyoufearly  out  program. 

The  FDIC's  buyout  program  includes  a  separate  buyout  option  targeted  specifi- 
cally to  permanent  employees  subject  to  relocation  to  other  geographic  areas.  Under 
that  option,  employees  could  elect  a  buyout  rather  than  accept  a  reassignment  to 
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a  new  duty  station.  Such  buyouts  were  offered  only  in  those  instances  where  it  was 
determined  that  a  replacement  employee  could  be  recruited  in  the  local  job  market. 
That  option  was  highly  cost  effective,  because  the  savings  on  projected  relocation 
costs  more  than  offset  the  cost  of  the  buyout.  A  total  of  47  FDIC  employees  accepted 
relocation  buyouts  in  1994,  and  a  substantial  number  of  permanent  RTC  employees 
with  FDIC  employment  rights  are  being  given  the  opportunity  to  accept  such 
buyouts  this  year  in  lieu  of  reassignment  from  closing  RTC  offices  to  other  geo- 
graphic areas. 

We  are  currently  considering  whether  to  extend  the  FDIC's  buyout/early  out  pro- 
gram, either  in  its  present  form  or  in  some  modified  form.  Although  a  buyout  pro- 
gram can  be  an  integral  part  of  efforts  to  address  staffing  imbalances,  we  must  be 
certain  that  it  can  be  targeted  to  those  areas  within  the  FDIC  that  have  excess 
staff,  can  be  justified  on  a  cost-effective  basis,  and  will  not  impair  our  need  to  retain 
key  staff.  If  the  FDIC  buyout  program  is  extended,  it  will  be  available  both  to  FDIC 
employees  and  to  RTC  employees  on  the  same  basis. 

Transfer  and  Completion  of  Remaining  RTC  Work 

It  is  important  to  recognize  that  a  substantial  amount  of  residual  RTC  work  will 
be  transferred  to  the  FDIC  at  the  end  of  this  year  at  sunset  with  permanent  RTC 
employees.  Significant  examples  of  this  workload  include  the  following: 

•  The  RTC  currently  estimates  that  it  will  have  approximately  $8-10  billion  in 
unsold  assets  to  be  transferred  to  the  FDIC  at  sunset.  A  large  percentage  of  these 
will  be  "hard-to-seir  assets,  such  as  properties  with  hazardous  materials  or  other 
environmental  problems  or  other  assets  that  have  been  diflicult  to  sell  for  other 
reasons.  This  transfer  will  approximately  double  FDIC's  asset  inventory,  which  is 

? rejected  to  be  about  $8.5  billion  at  the  end  of  this  year, 
he  RTC  estimates  that  there  will  be  300  open  receiverships  for  failed  thrift  insti- 
tutions remaining  at  sunset.  The  management  and  eventual  closeout  of  each  of 
these  receiverships  by  the  FDIC  will  require  careful  analysis  of  the  potential  legal 
and  other  liabilities  of  each  of  these  separate  legal  entities. 

•  A  large  number  of  unresolved  RTC  legal  matters  will  remain  at  sunset  and  will 
require  substantial  support  from  the  FDIC  Legal  Division.  This  need  will  be 
matched  by  the  returning  RTC  workforce,  because  approximately  30  percent  of 
the  permanent  employees  at  the  RTC  are  currently  working  in  RTC's  Legal  Serv- 
ices Division. 

•  Following  the  RTC's  sunset,  its  1995  accounting  records  will  need  to  be  closed  out 
and  its  final  financial  reports  produced.  Accounting  support  will  also  continue  to 
be  required  for  the  estimated  $8  billion  in  unsold  RTC  assets  that  will  be  trans- 
ferred to  the  FDIC  at  sunset. 

•  Contract  administration  support  will  be  required  for  about  700  active  RTC  con- 
tracts with  a  total  contract  value  of  approximately  $700  million  that  have  been 
identified  for  continuation  after  sunset.  In  addition,  approximately  1,400  com- 
pleted RTC  contracts  and  350  open  audit  reports  will  remain  to  be  closed  out  by 
the  FDIC.  Closeout  of  these  contracts  and  open  audits  will  require  the  resolution 
of  a  variety  of  difficult  issues  that  have  prevented  their  completion  by  the  RTC. 
An  undetermined  number  of  contractor  claims  and  disputes  will  also  have  to  be 
adjudicated  after  sunset. 

Some  of  this  work,  such  as  the  production  of  RTC's  1995  financial  reports,  is  obvi- 
ously short-term  in  nature  and  can  reasonably  be  expected  to  be  completed  within 
6  to  12  months  after  sunset.  In  contrast,  some  of  the  work,  such  as  the  sale  of  "dif- 
ficult-to-seir  assets  and  the  completion  of  RTC  legal  matters,  clearly  has  the  poten- 
tial to  continue  beyond  1996.  As  a  result,  we  expect  RTC  employees  who  have  post- 
sunset  employment  rights  with  the  FDIC  to  be  primarily  occupied  following  sunset 
by  the  residual  RTC  workload  that  will  be  transferred  to  the  FDIC. 

Funding  Reserves  and  Contingencies  for  RTC  Activities 

There  is  one  transition-related  financial  issue  that  I  want  to  bring  to  your  atten- 
tion: The  need  to  ensure  that  adequate  funds  are  set  aside  prior  to  sunset  for  trans- 
fer to  the  FRF  to  permit  the  FDIC  to  complete  all  of  the  residual  RTC  work  for 
which  it  will  become  responsible.  As  the  Secretary  has  noted  in  his  testimony,  the 
Oversight  Board  has  requested  a  joint  review  of  this  issue  by  the  FDIC  and  the 
RTC,  and  the  FDIC  and  the  RTC  have  been  working  cooperatively  for  some  time 
on  this  matter. 

The  purpose  of  this  review  is  to  ensure  that  the  final  reserves  on  the  RTC  assets 
that  will  be  transferred  to  the  FDIC  at  sunset  are  sufficient  to  cover  the  total  ex- 
penses that  will  be  incurred  by  the  FDIC  in  disposing  of  those  assets.  This  is  par- 
ticularly important  as  it  relates  to  the  potential  costs  that  may  be  associated  with 
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dilTicult-to-sell  assets,  such  as  the  costs  of  cleaning  up  properties  with  hazardous 
materials. 

The  RTC  adjusts  its  reserves  for  anticipated  losses  each  year  in  conjunction  with 
the  preparation  of  its  annual  financial  statements.  The  General  Accounting  Office 
(GAO)  evaluates  the  adequacy  of  those  reserves  in  its  audit  of  those  financial  state- 
ments. In  preparing  its  1994  year-end  financial  statements,  the  RTC  consulted  with 
the  FDIC  in  determining  appropriate  adjustments  in  its  loss  reserves  as  of  that 
time. 

The  FDIC  will  continue  to  work  closely  with  the  RTC  as  it  reviews  and  adjusts 
its  reserves  during  1995.  This  review  will  include  an  evaluation  of  the  need  to  set 
aside  reserves  on  a  contingent  basis  for  potential  adverse  conditions.  Potential  ad- 
verse conditions  could  include  a  deterioration  in  economic  conditions,  changes  in 
current  or  potential  litigation,  and  other  factors  beyond  the  RTC's  and  the  FDIC's 
control.  The  FDIC  and  tne  RTC  staffs  are  currently  analyzing  these  factors  and  ex- 
pect to  make  a  report  to  the  Oversight  Board  not  later  than  September  1995. 

I  want  to  assure  you  that  the  FDIC  and  the  RTC  will  keep  you  fully  informed 
about  our  activities  in  this  area  and  that  the  GAO  will  be  consulted  on  the  appro- 
priateness and  adequacy  of  the  loss  reserve  estimates.  As  you  know,  regardless  of 
the  level  of  funding  that  is  set  aside,  any  funds  that  are  not  used  by  the  FRF  in 
connection  with  RTC  assets  will  ultimately  be  returned  to  the  Treasury.  1  think  that 
we  share  a  common  desire  that  the  Congress  should  not  have  to  deal  annually  with 
a  continuing  need  for  appropriations  to  the  FRF  in  connection  with  residual  RTC- 
related  activities. 

Conclusion 

In  conclusion,  the  planning  for  the  FDIC/RTC  transition  is  proceeding  in  an  or- 
derly fashion,  and  we  expect  a  smooth  transition. 

Mr.  Chairman,  thank  you  again  for  this  opportunity  to  provide  the  committee 
with  an  overview  of  the  FDIC's  perspective  on  the  transition  process  associated  with 
the  sunset  of  RTC  operations  at  year  end. 
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Exhibit    A 
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PREPARED  STATEMENT  OF  GASTON  L.  GIANNI,  JR. 

Associate  Director,  Government  Business  Operations  Issues 

General  Accounting  Office,  Washington,  DC 

June  20,  1995 

RTC  Management  Improvements  Reduce  Risks  But  Transition 
Challenges  Remain 
Summary 

From  its  inception  in  August  1989,  through  May  1995,  the  Resolution  Trust  Cor- 

fioration  (RTC)  nas  completed  the  depositor  protection  phase  of  its  worit  for  all  747 
ailed  thrifts,  whose  aggregate  assets  totaled  about  $465  billion.  In  addition,  RTC 
has  made  substantial  progress  in  disposing  of  about  $445  billion  of  financial,  real 
estate,  and  other  assets.  This  significant  decrease  in  RTC's  responsibility  lessens  the 
magnitude  of  the  remaining  risks  associated  with  the  savings  and  loan  cleanup. 
Furthermore,  RTC's  efforts  to  address  the  weaknesses  identified  in  GAO's  1992 
high-risk  report  have  resulted  in  GAO's  removal  of  its  high-risk  designation  for 
RTC. 

Despite  this  progress,  however,  GAO  points  out  that  some  remaining  risks  related 
to  the  cleanup  need  further  attention.  For  example,  a  substantial  portion  of  the  $20 
billion  of  assets  held  for  sale  by  RTC's  receiverships  are  classified  as  hard-to-sell. 
Further,  RTC  estimates  that  about  $8  billion  to  $10  billion  in  assets  will  remain 
unsold  at  the  end  of  1995  and  will  be  transferred  to  the  Federal  Deposit  Insurance 
Corporation  (FDIC).  Thus,  it  remains  important  that  RTC  use  the  sales  strategies 
that  are  most  effective  for  the  types  of  assets  left  in  its  inventory.  At  the  same  time, 
RTC  must  continue  its  efforts  to  implement  the  management  reforms  mandated  by 
the  RTC  Completion  Act. 

Winding  down  a  large  and  complex  organization  with  thousands  of  personnel  and 
billions  oi  dollars  of  assets,  while  minimizing  disruption,  will  be  very  difficult.  For 
a  successful  transition,  RTC  and  FDIC  will  need  to  ensure  that  sufficient  controls 
are  in  place  over  the  assets  that  will  be  sold  during  the  remaining  life  of  RTC,  as 
well  as  over  the  assets  that  will  be  transferred  to  FDIC. 

While  transition  efforts  are  well  under  way,  there  is  still  much  work  left  to  ensure 
the  smooth  transfer  of  remaining  assets  and  responsibilities  to  FDIC.  GAO  identi- 
fies a  number  of  issues  that  need  to  be  resolved  to  ensure  the  overall  success  of  the 
transition.  These  include  (1)  providing  sufficient  resources  to  FDIC  to  complete  asset 
disposition  and  other  worit  tnat  will  transfer  from  RTC,  (2)  addressing  staffing  is- 
sues, (3)  developing  specific  asset  disposition  plans,  and  (4)  merging  the  RTC  and 
FDIC  inspector  general  functions. 


Mr.  Chairman  and  Members  of  the  Committee:  I  am  pleased  to  be  here  today  in 
support  of  the  Committee's  oversight  of  the  Resolution  Trust  Corporation  (RTC).  As 
you  requested,  my  testimony  focuses  on  RTC's  performance  and  tne  remaining  chal- 
lenges involving  RTC's  transition  to  the  Federal  Deposit  Insurance  Corporation 
(FDIC).  Specifically,  I  will  discuss  (1)  our  recent  report  to  the  Acting  Chief  Execu- 
tive Officer  (CEO)  of  RTC  on  the  management  improvements  that  led  to  RTC's  re- 
moval from  our  high-risk  list,  (2)  the  status  of  planning  efforts  for  RTC's  transition 
to  FDIC,  and  (3)  some  of  the  unresolved  transition  issues  that  RTC  and  FDIC  will 
be  facing  within  the  next  few  months. 

Background 

To  date,  RTC  has  been  authorized  $105  billion  in  loss  funds  to  be  used  for  resolv- 
ing thrifts  that  fail  between  January  1,  1989,  and  July  1,  1995.  On  the  basis  of  the 
estimates  presented  in  RTC's  1994  financial  statements,^  which  are  subject  to  un- 
certainties, RTC  will  likely  have  $14.8  billion  in  unused  loss  funds  aft^r  resolving 
all  institutions  for  which  it  is  responsible.  RTC  and  FDIC  are  jointly  reviewing  the 
appropriate  level  of  contingency  funding  that  might  be  necessary  to  address  adverse 
changes  in  economic  conditions,  litigation,  and  other  factors  beyond  their  control. 

From  RTC's  inception  in  August  1989,  through  May  1995,  it  has  accepted  respon- 
sibility for  resolving  747  failed  thrifts  with  aggregate  assets  totaling  about  $465  bil- 
lion. Although  RTCThas  disposed  of  more  than  95  percent  of  these  assets,  more  work 
remains  bemre  the  thrift  cleanup  is  completed.  As  of  the  end  of  April   1995,  most 


*We  have  completed  our  audit  of  RTC's  1994  financial  statements  and  plan  to  report  on  it 
later  this  week. 
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of  the  $20  billion  in  assets  held  for  sale  by  RTC's  receiverships  were  considered  hard 
to  seU.  Further,  RTC  has  estimated  that  about  $8  billion  to  $10  billion  in  assets 
will  remain  unsold  at  the  end  of  1995  and  will  be  transferred  to  FDIC. 

As  RTC  enters  its  final  months  of  operation,  we  are  pleased  to  note  the  progress 
it  has  made  in  addressing  management  issues  that  Congress,  we,  and  the  RTC  In- 
spector General  have  identified  over  RTC's  6-year  life.  By  addressing  these  issues, 
RTC  has  reduced  the  risks  associated  with  its  operations. 

Management  Improvements  Resulted  in  Reduced  Risks 

In  December  1992,  we  reported  on  several  aspects  of  RTC's  operations  that  led 
us  to  designate  RTC  as  a  high-risk  area.^  In  our  report,  we  described  risks  related 
to  RTC's  (1)  asset  and  disposition  practices,  (2)  contracting  activities,  (3)  information 
systems,  and  (4)  financial  management  and  accountability.  We  also  recognized  the 
effect  of  ftiture  uncertainties  on  RTC's  resolution  activities,  and  we  pointed  to  oppor- 
tunities to  reduce  the  overall  cost  of  the  thrift  cleanup  if  RTC  were  given  adequate 
funding.  In  addition,  we  warned  that  the  thrift  cleanup  would  not  be  completed  by 
the  time  RTC  sunsets  and  that  the  total  cost  of  the  cleanup  would  depend,  in  part, 
on  how  effectively  FDIC  applies  RTC's  investment  in  both  processes  and  skilled  per- 
sonnel to  manage  the  remaining  responsibilities. 

Our  most  recent  RTC  report  describes  actions  taken  by  Congress,  RTC,  and  FDIC 
that  address  many  of  our  prior  concerns.^  In  our  report,  we  describe  risks  related 
to  RTC's  (1)  asset  disposition  practices,  (2)  contracting  activities,  (3)  information  sys- 
tems, and  (4)  financial  management  and  accountability.  Congress,  in  the  RTC  Com- 
pletion Act,  gave  RTC  the  additional  funding  it  needed  to  accomplish  its  work;  man- 
dated that  RTC  implement  specific  management  reforms;  and  required  that  an 
Interagency  Transition  Task  Force  be  established  to  help  transfer  RTC's  assets,  per- 
sonnel, and  operations  to  FDIC.  We  reported  earlier  this  year  that  RTC  had  imple- 
mented most  of  these  reforms.'*  Further,  RTC  and  FDIC  have  established  the  Inter- 
agency Task  Force,  and  it  is  in  the  process  of  planning  for  a  smooth  and  efiicient 
transition.  In  addition,  RTC  has  eliminated  its  inventory  of  thrifts  waiting  to  be  re- 
solved and  dramatically  reduced  assets  available  for  sale,  further  diminishing  the 
remaining  risk. 

In  the  area  of  real  estate  disposition,  our  1992  high-risk  report  highlighted  the 
risk  that  RTC  might  not  be  maximizing  revenues  due  to  its  lack  of  reliable  informa- 
tion on  the  best  disposition  methods  for  the  various  types  of  properties.  RTC  has 
not  completed  the  comprehensive  sales  method  comparison  study  we  recommended 
to  remedy  this  situation,  but  it  has  implemented  two  Congressionally  mandated 
management  reforms  related  to  its  marketing  and  disposition  methods  that  should 
help  it  obtain  maximum  revenues.  In  addition,  RTC  established  a  process  for  gath- 
ering some  information  that  may  be  useful  for  evaluating  sales  tecnniques  used  for 
multiasset  dispositions.  Despite  this  progress,  we  are  concerned  that  the  lack  of  a 
valid  sales  method  comparison  may  hamper  transition  team  efforts  to  identify  RTC 
sales  methods  that  FDIC  should  adopt. 

Regarding  the  contracting  function  at  RTC,  we  noted  in  our  1992  hi^-risk  report 
that  RTC's  contract  issuance  process  was  poor  and  that  its  oversight  of  contractor 
performance  needed  improvement.  Actions  taken  by  RTC  prior  to,  and  as  a  result 
of,  the  mandated  management  reforms  addressed  contracting  activities.  These  ac- 
tions have  improved  RTC's  processes  for  issuing  and  overseeing  contracts.  However, 
contract  audits  continue  to  identify  weaknesses  in  operating  controls  related  to  con- 
tracts issued  before  these  improvements  were  made.  As  a  result,  RTC  cannot  ensure 
that  it  recovers  all  that  it  should  from  its  receiverships.  Also,  as  discussed  in  more 
detail  later,  RTC  is  still  vulnerable  to  risks  associated  with  closing  out  contracts  in 
an  untimely  manner. 

RTC  has  also  improved  internal  accounting  controls  over  its  receiverships'  trans- 
actions, accounting  operations,  and  systems.  Specifically,  RTC  has  issued  internal 
control  policies,  finalized  field  accounting  procedures,  and  established  controls  over 
receivership  receipts  and  payments.  In  addition,  RTC  has  implemented  several  new 
systems  that  contribute  to  improved  accountability  and  reporting. 

RTC's  information  systems  remain  critical  to  its  efforts  to  manage  and  sell  failed 
thrift  assets  and  to  FDIC's  task  of  assuming  responsibility  for  any  remaining  RTC 
operations  after  December  31,  1995.  In  the  past,  we  found  that  RTC's  information 
systems  contained  inaccurate  and  incomplete  data.  RTC  is  making  progress  in  im- 


^HighRisk  Series:  Resolution  Trust  Corporation  (GAO/HR-93^,  December  1992). 

^Resolution  Trust  Corporation:  Efforts  Under  Way  to  Address  Management  Weaknesses  (GAO/ 
GGD-95-109.  May  1995). 

*  Resolution  Trust  Corporation:  Implementation  of  the  Management  Reforms  in  the  RTC  Com- 
pletion Act  (GAO/GGD-95-67,  March  1995). 
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proving  the  quality  of  data  in  its  systems.  However,  as  it  reduces  staffing  levels, 
RTC  may  have  fewer  resources  to  ensure  that  data  errors  are  corrected.  The  quality 
of  RTC's  data  will  affect  FDIC  when  it  assumes  responsibility  for  those  assets  that 
remain  to  be  sold  after  RTC's  sunset. 

A  source  of  continuing  concern  stems  from  this  being  the  final  months  of  RTC's 
existence,  after  which  F'DIC  will  absorb  any  remaining  operations  and  workload. 
Winding  down  a  large  and  complex  organization  with  thousands  of  personnel  and 
billions  of  dollars  of  assets,  while  minimizing  disruption,  will  be  very  difficult.  RTC 
and  FDIC  face  the  challenge  of  planning  the  transition,  while  RTC  faces  the  chal- 
lenges of  disposing  of  the  $20  billion  in  assets  that  remain,  and  of  maintaining  in- 
ternal controls. 

Status  of  the  Transition  of  RTC  to  FDIC 

The  RTC  Completion  Act  required  RTC  and  FDIC  to  establish  a  Transition  Task 
Force  to  facilitate  the  transfer  of  RTC  assets,  personnel,  and  operations  to  FDIC  in 
a  coordinated  manner.  The  Transition  Planning  Task  Force  was  established  in  Feb- 
ruary 1994.  Its  members  are  two  RTC  officials,  who  report  to  the  Acting  CEO  of 
RTC,  and  two  FDIC  ofiicials,  who  report  to  the  Chairman  of  FDIC.^  The  RTC  Com- 
pletion Act  assigned  the  Task  Force  specific  duties,  including  examining  the  oper- 
ations of  RTC  and  FDIC,  evaluating  the  differences,  and  recommending  which  RTC 
systems  should  be  preserved  for  use  by  FDIC. 

The  Act  also  required  three  reports  to  Congress  on  the  transition.  The  first  report 
from  the  Task  Force,  issued  on  December  28,  1994,  describes  the  Task  Force's  plan- 
ning activities.  The  second  report,  due  on  July  1,  1995,  should  include  the  Task 
Force's  recommendations  on  RTC  practices  and  systems  to  be  adopted  by  FDIC.  The 
final  transition  report  is  due  on  December  31,  1995,  from  FDIC.  This  report  should 
contain  information  on  transition  Task  Force  recommendations  accepted  by  FDIC 
and  a  rationale  to  account  for  any  recommendations  not  accepted. 

The  Task  Force,  which  has  been  operating  for  over  a  year,  has  established  a  rea- 
sonable process  for  planning  the  transition.  From  our  monitoring,  we  believe  the 
process  is  well  designed,  with  no  known  major  gaps  or  omissions.  This  transition 
process  provides  for  the  involvement  of  top  management  at  RTC  and  FDIC  and  also 
ensures  that  RTC  and  FDIC  program  managers  who  are  most  knowledgeable  about 
the  operations  involved  will  have  input.  GAO,  the  RTC  Inspector  General,  and  the 
Thrift  Depositor  Protection  Oversight  Board  have  also  been  involved  in  monitoring 
elements  of  the  transition  planning  process. 

Some  key  elements  of  the  transition  planning  process  include  (1)  "best  practice 
reviews"  being  conducted  jointly  by  RTC  and  FDIC  groups  to  identify  differences  in 
their  respective  operations  for  the  purpose  of  formulating  recommendations  on  the 
best  practices  that  should  be  adopted  by  FDIC  after  RTC's  sunset,  (2)  information 
systems  reviews  to  assist  the  Secretary  of  the  Treasury  in  making  recommendations 
on  RTC  systems  that  should  be  adopted  by  FDIC,  and  (3)  implementation  plans  that 
identify  staffing  and  organizational  structure  for  RTC  functions  after  they  are  ab- 
sorbed by  FDIC. 

Additionally,  RTC  and  FDIC  are  in  the  process  of  reviewing  legal  and  policy  is- 
sues related  to  the  transfer  of  RTC's  responsibilities  and  operations  to  FDIC.  They 
are  also  reviewing  internal  controls  te  ensure  that  vulnerabilities  to  waste,  fraud, 
and  abuse  are  minimized  during  and  after  the  transition. 

The  transition  of  RTC  to  FDIC  is  well  under  way.  In  the  past  year,  the  RTC/FDIC 
Transition  Planning  Task  Force  has  made  many  important  decisions  regarding  per- 
sonnel issues  and  time  frames  for  merging  many  operations.  To  date,  about  900 
staff  have  made  the  transition  from  RTC  to  FDIC,  RTC  has  closed  its  asset  oper- 
ations in  one  of  its  regional  ofTices,  and  plans  te  close  asset  operations  in  another 
region  by  the  end  of  this  month.  RTC  and  FDIC  have  also  started  detailed  planning 
for  the  merger  of  some  functions,  such  as  the  information  management  function, 
that  is  scheduled  te  merge  this  month.  However,  the  Transition  Task  Force  has  not 
completed  its  review  and  approval  of  some  of  the  ongoing  planning  efTorts.  While 
we  have  had  discussions  with  Task  Force  staff  about  their  approach  and  progress, 
we  are  not  in  a  position  teday  te  comment  on  the  results  of  best  practice  reviews, 
information  systems  reviews,  and  other  efforts. 


"The  RTC  Task  Force  members  are  the  General  Counsel  and  the  Vice  President  for  Planning, 
Research,  and  Statistics.  The  F'DIC  members  are  the  Deputy  to  the  Chairman  of  the  FDIC 
Board  and  the  Director  of  the  Division  of  Depoeitor  and  Asset  Services. 
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Transition  Planning  Efforts  are  in  a  Critical  Phase,  and 
Many  Issues  Still  Need  Resolution 

Transition  planning  has  reached  a  critical  phase.  The  Transition  Task  Force  plans 
to  make  many  ke^y  decisions  in  the  next  month.  The  decisions  made  now  could  affect 
both  the  costs  ol  the  cleanup  and  FDIC's  efficiency  and  effectiveness  afler  RTC's 
sunset. 

Within  the  next  month,  the  Task  Force  plans  to  finalize  its  best  practice  reviews 
and  information  systems  recommendations.  It  also  plans  to  complete,  within  the 
next  few  months,  transition  implementation  plans  to  provide  details  on  staffing, 
workload,  and  organizational  structure  afler  tne  transition.  The  Task  Force  is  also 
reviewing  legal  and  policy  issues  relating  to  the  transfer  of  RTC  operations  and  re- 
sponsibilities. 

While  it  has  shown  promise,  the  Task  Force's  best  practice  review  process  has  not 
yet  resulted  in  the  issuance  of  best  practice  recommendations.  RTC  and  FDIC  have 
identified  76  operational  differences  for  best  practice  studies  and  staff  have  com- 
pleted the  studies  for  most  of  these  differences.  For  example,  one  best  practice  study 
is  to  focus  on  the  relative  merits  of  RTC's  centralized  securities  sales  versus  FDIC's 
decentralized  approach.  The  Task  Force  has  reviewed  and  discussed  63  of  the  com- 
pleted studies  and  is  in  the  process  of  documenting  the  results  of  its  deliberations. 
The  remaining  studies  are  in  various  stages  of  preparation  and  will  be  considered 
by  the  Task  Force  over  the  next  few  weeks. 

Although  the  Task  Force  has  not  yet  made  its  final  best  practice  recommenda- 
tions, we  have  reviewed  the  methodology  used  to  perform  the  best  practice  studies. 
We  are  also  in  the  process  of  reviewing  some  of  the  documentation  considered  by 
the  Task  Force  as  it  formulates  its  recommendations.  We  believe  that  the  best  prac- 
tice methodology  should  assist  the  Task  Force  to  meet  requirements  in  the  RTC 
Completion  Act  and  can  be  used  to  ensure  that  the  most  significant  operational  dif- 
ferences between  RTC  and  FDIC  are  fairly  and  thoroughly  evaluated.  The  methodol- 
ogy also  includes  a  review  committee  to  ensure  consistent  application  of  the  review 
methodology  and  to  supply  technical  assistance.  We  believe  the  quality  of  the  best 
practice  recommendations  will  depend  on  the  degree  of  adherence  to  the  methodol- 
ogy, on  the  quality  of  the  supporting  data  and  analysis,  and  on  the  degree  of  co- 
operation between  RTC  and  FDIC  managers.  The  quality  of  contractor  products  will 
also  affect  recommendation  quality  since  contractors  were  used  to  periorm  some  of 
the  best  practice  analyses. 

Another  important  aspect  of  the  transition  planning  is  the  Task  Force's  review  of 
information  systems.  RTC  and  FDIC  identified  over  60  RTC  information  systems 
and  studied  them  to  determine  if  they  should  be  transferred  to  FDIC.  The  Transi- 
tion Task  Force  has  nearly  completea  its  consideration  of  the  information  systems 
reviews  in  order  to  make  recommendations  to  the  Secretary  of  the  Treasury  con- 
cerning which  RTC  systems  should  be  transferred  to  FDIC. 

Although  the  Task  Force's  recommendations  on  transferring  information  systems 
are  scheduled  to  be  announced  in  the  July  1,  1995,  report  to  Congress,  it  is  impor- 
tant to  note  that  they  are  being  made  at  a  time  when  FDIC  is  redefining  its  mission 
and  reassessing  its  own  information  needs.  FDIC  will  need  to  assess  the  long-term 
applicability  of  RTC  systems  in  the  context  of  its  own  efforts. 

Implementation  plans  are  another  key  aspect  of  the  transition  planning  process 
that  IS  currently  under  way.  These  plans  are  to  provide  the  details  necessary  to  im- 
plement the  merger  of  RTC  fiinctions  and  staff.  These  plans  address  workload,  staff- 
ing, and  organizational  structure,  as  well  as  how  the  merged  organization  will  oper- 
ate. FDIC  intends  to  review  these  implementation  plans  within  the  context  of  its 
own  mid-year  budget  review  process  to  ensure  proper  consideration  of  various  cor- 
porate activities. 

Although  RTC  and  FDIC  have  made  progress  in  planning  the  transition,  several 
critical  issues  still  remain  to  be  addressed.  Through  discussions  with  the  Task  Force 
members  and  staff,  we  identified  eight  issues  that  are  particularly  significant  be- 
cause of  the  impact  they  will  have  on  the  overall  success  of  the  transition  and  future 
operations  of  FDIC.  The  Task  Force  members  have  expressed  their  commitment  to 
resolving  these  issues,  and  plan  to  make  many  decisions  within  the  next  few  weeks. 
These  issues  are  as  follows: 

•  Providing  sufficient  resources  to  FDIC  to  complete  asset  disposition  and  other 
work  that  will  transfer  from  RTC.  RTC  and  FDIC  are  jointly  reviewing  the  appro- 
priate level  of  contingency  funding  that  might  be  necessary  to  address  adverse 
changes  in  economic  conditions,  litigation,  and  other  factors  that  are  beyond  the 
control  of  RTC  and  FDIC. 

•  Making  legal  and  policy  decisions  to  determine  how  FDIC  will  absorb  RTC's  re- 
sponsibilities and  operations.  Transition  planners  have  identified  more  than  50  is- 
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sues  that  needed  legal  analysis  and  other  decisions.  These  issues  cover  a  broad 
range  of  RTC's  operations  and  will  shape  the  future  of  FDIC's  operations.  For  ex- 
ample, some  issues  relate  to  the  applicability  to  FDIC  of  RTC  management  im- 
provements mandated  in  the  RTC  Completion  Act,  while  others  address  the  em- 
ployment rights  of  RTC  employees  after  sunset.  As  of  today,  most  of  these  issues 
have  been  decided,  and  decisions  on  remaining  issues  are  expected  to  be  made 
within  the  next  few  weeks.  The  Task  Force  will  need  to  ensure  these  decisions 
are  communicated  to  program  staff  and  reflected  in  implementation  plans. 

•  Making  decisions  regarding  RTC  and  FDIC  Professional  Liability  Sections  (PLS). 
The  transition  team  has  decided  that  RTC's  PLS  will  transfer  to  FDIC  afler  De- 
cember 31,  1995.  However,  there  is  some  uncertainty  over  the  best  timing  for  fully 
inte^ating  RTC's  PLS  with  FDIC's  PLS.  One  approach  being  discussed  is  the  im- 
mediate integration  of  the  two  PLS  units  at  transition  for  the  purpose  of  achiev- 
ing efficiencies  and  to  better  ensure  consistency  in  staff  recommendations  on  both 
RTC's  and  FDIC's  professional  liability  claims.  The  other  approach  would  keep 
the  two  PLS  units  organizationally  distinct,  for  accountability  and  case  continuity 

furposes,  until   December  31,    1996,   a  year  afler  RTC's  PLS  becomes  part  of 
DIC's  Legal  Department. 

•  Addressing  staffing  issues.  While  many  RTC  staff  have  already  transferred  to 
FDIC,  an  additional  1,300  of  RTC's  5,000  staff  have  FDIC  employment  rights 
until  1997.  Specific  staffing  assignments  have  not  yet  been  made  for  most  of  these 
1,300  individuals.  FDIC  is  currently  reviewing  its  mission  and  undergoing  em- 
ployee downsizing.  This  complicates  planning  for  the  transfer  of  RTC  stafT.  FDIC 
will  have  to  closely  monitor  for  workload  and  staffing  imbalances  since  the  trans- 
fer of  RTC  employees  may  cause  overstaffing  in  some  occupations,  functional 
areas,  or  geographic  regions.  FDIC  will  also  need  to  evaluate  the  relative  propor- 
tion of  work  done  by  contractors  and  its  own  staff  to  ensure  maximum  efficiency. 

•  Developing  specific  asset  disposition  plans.  FDIC  needs  to  develop  specific  plans 
on  how  it  will  manage  and  aispose  of  the  remaining  RTC  assets.  To  assist  FDIC 
in  this  effort,  RTC  needs  to  provide  accurate  and  complete  information  on  these 
remaining  assets.  Communication  between  RTC  and  FDIC  asset  disposition  staff 
on  best  practices  should  help  with  asset  disposition  planning,  but  several  of  the 
best  practice  decisions  have  not  been  made.  Furthermore,  the  nature  of  some  as- 
sets remaining  at  RTC's  sunset  may  present  FDIC  with  special  challenges.  Spe- 
cifically, FDIC  will  need  to  be  preparea  to  manage  and  dispose  of  significant  num- 
bers of  subsidiaries,  special  resource  properties,  and  environmentally  hazardous 
properties.  FDIC  will  also  need  to  be  prepared  to  monitor  the  government's  con- 
tinuing interests  in  RTC'3  equity  partnerships. 

•  Deciding  the  future  of  minority  and  women's  programs.  RTC  and  FDIC  have  dif- 
ferent programs  for  providing  opportunities  to  minorities  and  women  through  the 
contracting  and  resolution  processes.  Decisions  need  to  be  made  on  how  these  op- 
portunities will  apply  after  RTC's  sunset.  The  Task  Force  has  contracted  for  an 
evaluation  of  the  applicability  of  RTC  management  reforms  and  best  practices  re- 
lated to  minority  and  women's  programs.  However,  a  number  of  decisions  relating 
to  the  future  of  minority  and  women's  programs  may  still  have  to  be  made  by  the 
FDIC  Chairman. 

•  Addressing  contracting  issues.  RTC  needs  to  devote  continued  attention  to  closing 
out  contracts  on  a  timely  basis.  According  to  a  November  1994  RTC  estimate,  at 
least  12,000  prime  contracts  issued  before  December  31,  1992,  with  estimated  fees 
of  about  $2.8  billion,  still  needed  to  be  closed.  Approximately  1,400  of  these  con- 
tracts will  be  transferred  to  FDIC  for  closeout.  Additionally,  RTC  has  identified 
about  800  contracts  recommended  for  continuation  at  FDIC  afler  RTC's  sunset. 
It  will  be  critical  for  FDIC  to  ensure  adequate  management  and  oversight  of  these 
contracts.  In  addition,  FDIC  may  benefit  by  evaluating  its  own  contracts  in  con- 
junction with  RTC  contracts  to  explore  opportunities  to  combine,  cancel,  or  extend 
them. 

•  Merging  the  RTC  and  FDIC  inspector  general  functions.  Currently,  FDIC  is  await- 
ing Congressional  action  confirmation  of  its  statutorily  mandated  Inspector  Gen- 
eral. The  absence  of  a  confirmed  Inspector  General  at  FDIC  may  complicate  the 
merger  of  RTC  and  FDIC  Inspector  General  operations.  Successful  accomplish- 
ment of  the  merger  will  require  major  decisions  that  will  affect  the  future  Inspec- 
tor General's  organizational  structure,  staffing,  policies,  and  practices. 

In  closing,  I  would  like  to  say  that  Congress  and  RTC  have  taken  actions  over 
the  years  to  improve  RTC  operations,  and  now  RTC's  mission  has  nearly  been  com- 
pleted. As  a  result,  the  risks  once  associated  with  RTC  have  been  reduced,  and  con- 
sequently we  have  removed  RTC  from  our  list  of  high-risk  programs.  We  are  pleased 
with  the  transition  planning  efforts  to  date,  but  the  true  test  of  this  transition  is 
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yet  to  come.  Although  RTC's  remaining  life  is  short,  Congress  should  be  aware  that 
there  is  still  much  worii  left  to  be  done  to  ensure  the  smooth  transfer  of  remaining 
assets  and  responsibilities  to  FDIC.  RTC  and  FDIC  will  need  to  make  several  key 
decisions  in  the  next  few  months,  and  then  implement  them  before  RTC's  sunset 
at  year-end.  The  success  of  the  transition  depends  on  the  quality  of  these  decisions 
and  on  how  well  they  are  executed. 

This  concludes  my  prepared  statement.  I  would  be  pleased  to  respond  to  any  ques- 
tions. 
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PREPARED  STATEMENT  OF  FDIC/RTC  TRANSmON  TASK  FORCE 

June  20,  1995 

The  FDIC/RTC  Transition  Task  Force  is  pleased  to  have  been  invited  to  address 
the  Committee  today.  We  are  Ellen  B.  Kulxa,  General  Counsel  of  the  RTC;  Barry 
S.  Kolatch,  Vice  President  for  Planning,  Research,  and  Statistics,  RTC;  John  F. 
Bovenzi,  Director,  Division  of  Depositor  and  Asset  Services  at  the  FDIC;  and  Dennis 
F.  Geer,  Chief  Operating  Officer  and  Deputy  to  the  Chairman,  FDIC. 

The  Task  Force  has  been  working  since  early  1994  to  ensure  a  smooth  transition, 
and  we  are  pleased  to  have  this  opportunity  to  report  on  Task  Force  activities  and 
to  answer  any  questions  that  you  niidit  have.  We  would  like  to  begin  by  giving  a 
short  history  and  description  of  the  RTC  and  the  FDIC,  as  a  background  to  unoer- 
stand  the  Task  Force's  transition  activities. 

I.  Background 

The  RTC  was  created  by  amendments  to  the  Federal  Home  Loan  Bank  Act 
(THLBA")  made  by  the  Financial  Institutions  Reform,  Recovery,  and  Enforcement 
Act  of  1989  CTIRREA").  This  legislation  was  enacted  on  August  9,  1989,  in  response 
to  widespread  savings  and  loan  failures  and  the  resulting  financial  deficit  of  the 
Federal  Savings  and  Loan  Insurance  Corporation  CTSLIC").  The  FHLBA,  as 
amended  by  FlRREA  and  subsequent  legislation,  gives  the  RTC  responsibility  for 
resolving  savings  institutions  that  were  previously  FSLIC-insured  and  that  become 
insolvent  before  July  1,  1995;  and  liquidating  the  assets  of  those  institutions.  Sav- 
ings associations  that  become  insolvent  after  July  1  become  the  responsibility  of  the 
Savings  Association  Insurance  Fund  ("SAEF")  administered  by  the  FDIC. 

Under  the  original  statutory  mandate,  the  FDIC  served  as  the  exclusive  manager 
of  the  RTC,  with  oversight  in  certain  areas  by  the  RTC  Oversight  Board.  The  RTC 
Refinancing,  Restructuring,  and  Improvement  Act  of  1991  ("RTCRRIA")  enacted  on 
December  12,  1991,  removed  the  FDIC  as  exclusive  manager  and  created  the  posi- 
tion of  Chief  Executive  Officer  ("CEO")  of  the  RTC,  vested  with  authority  to  carry 
out  all  the  activities  previously  the  responsibility  of  the  FDIC  Board  oi  Directors 
and  some  of  the  activities  previously  within  the  purview  of  the  Oversight  Board. 

Through  June  16,  1995,  the  RTC  resolved  all  747  institutions  for  which  it  had 
been  appointed  conservator  or  receiver.  In  so  doing,  the  RTC  assumed  responsibility 
for  assets  with  a  book  value  of  $465  billion.  Since  its  inception  through  April  30, 
1995,  it  has  disposed  of  assets  with  a  book  value  of  $445  billion,  or  nearly  96  per- 
cent of  the  approximate  $465  billion  in  assets  for  which  it  has  been  responsible.  $20 
billion  book  value  of  assets  renamed  in  the  RTC  inventory  at  that  time. 

The  RTC  was  established  as  a  temporary  entity  and  is  scheduled  to  sunset  no 
later  than  December  31,  1995.  At  sunset,  all  assets  and  liabilities  will  be  transferred 
to  the  FSLIC  Resolution  Fund  CTRF"),  a  Federal  deposit  fund  administered  by  the 
FDIC,  and  the  FDIC  will  succeed  the  RTC  as  conservator  and  receiver  for  any  insti- 
tutions that  remain  in  the  RTC  control  at  that  time.  Remaining  RTC  employees,  as 
employees  of  the  FDIC,  will  also  transfer  to  the  FDIC  at  that  time. 

The  FDIC  was  established  in  1933  to  restore  and  maintain  public  confidence  in 
the  banking  system  by  providing  insurance  for  bank  deposits.  As  a  result  of  the 
thrift  crisis,  and  the  enactment  of  FIRREA  on  August  9,  1989,  the  FDIC  also  be- 
came the  insurer  of  the  deposits  of  savings  associations. 

The  FDIC  engages  in  institution  resolution  and  asset  liquidation  functions  rough- 
ly similar  to  those  of  the  RTC.  However,  the  FDIC  has  considerably  wider  authority 
and  powers  that  encompass  deposit  insurance,  supervision  and  examination.  The 
FDIC  is  also  the  primary  Federal  regulator  for  State-chartered  non-member  banks. 

Both  organizations  have  been  downsizing,  due  to  diminished  workload  and  in  an- 
ticipation of  merger  upon  the  RTC's  sunset.  This  downsizing  has  been  facilitated  by 
the  fact  that  the  RTC,  as  a  temporary  agency,  and  the  FIjIC,  with  its  cyclical  liq- 
uidation workload,  make  extensive  use  of  temporary  personnel.  FDIC  employment 
peaked  in  June  1993  at  approximately  15,500  FDIC-assigned  employees.  About  half 
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of  those  employees  were  permanent  and  about  half  were  temporary.  Through  attri- 
tion and  the  non-renewal  of  temporary  appointments,  employment  at  the  FDIC  has 
declined  to  approximately  10,700  as  of  the  end  of  May  1995,  a  decrease  of  about 
30  percent.  Further  downsizing  is  anticipated  as  more  temporary  appointments  are 
not  renewed. 

RTC  employment  peaked  in  early  1992  at  just  under  9,000.  Roughly  one-quarter 
of  those  employees  were  permanent.  As  of  the  end  of  May  1995,  the  total  had  fallen 
to  slightly  under  5,000,  a  decrease  of  about  45  percent.  Only  about  1,300  RTC  staff 
were  permanent  employees  as  of  May  1995.  Of  those  1,300,  more  than  half  were 
originally  FDIC  employees,  plus  one-quarter  were  career  civil  servants  who  came  to 
the  RTC  from  other  Government  agencies. 

Approximately  3,700  RTC  employees  were  temporary,  and  all  but  about  260  of 
these  temporary  appointments  end  on  or  before  year-end  1995.  Those  260  temporary 
employees  were  hired  when  the  RTC  was  scheduled  to  sunset  at  the  end  of  1996, 
and  their  appointments  expire  in  1996. 

Section  404  of  FIRREA  provides  that  all  remaining  RTC  employees  be  returned 
to  the  FDIC  at  sunset,  and  that  they  be  assigned  to  positions  within  the  FDIC  at 
the  same  status,  tenure,  pay  and  grade  they  had  immediately  prior  to  sunset. 
FIRREA  also  prohibits  the  FDIC  from  involuntarily  separating  returned  employees 
for  one  year,  except  for  cause.  Temporary  appointments  that  expire  do  not  have  to 
be  renewed.  RTC  employees  returned  to  the  FDIC  prior  to  sunset  have  somewhat 
different  statutory  rights,  depending  upon  when  they  were  hired. 

n.  The  Transition 

A.  The  FDIC/RTC  Task  Force 

The  FDIC/RTC  Transition  Task  Force  was  established  on  February  25,  1994.  Its 
mission  as  defined  in  the  Completion  Act  is  "to  facilitate  the  transfer  of  the  assets, 
personnel,  and  operations  of  the  RTC  to  the  FDIC  or  the  FSLIC  Resolution  Fund 
in  a  coordinated  manner."  Its  specific  duties  are: 

1.  To  examine  the  operations  of  the  FDIC  and  the  RTC  to  identify,  evaluate,  and 
resolve  differences  in  the  operations  of  the  corporations  to  facilitate  an  orderly 
merger  of  such  operations; 

2.  To  recommend  which  of  the  management,  resolution,  or  asset  disposition  sys- 
tems of  the  RTC  should  be  preserved  for  use  by  the  FDIC; 

3.  To  recommend  procedures  to  be  followed  by  the  FDIC  and  the  RTC  in  connec- 
tion with  the  transition  which  will  promote  coordination  between  the  corporations 
before  the  termination  of  the  RTC  and  an  orderly  transfer  of  assets,  personnel,  and 
operations; 

4.  To  evaluate  the  management  enhancement  goals  applicable  to  the  Resolution 
Trust  Corporation  under  section  21A(p)  of  the  Federal  Home  Loan  Bank  Act  and 
recommend  which  of  such  goals  should  apply  to  the  Federal  Deposit  Insurance  Cor- 
poration; and 

5.  To  evaluate  the  management  reforms  applicable  to  the  Resolution  Trust  Cor- 
poration under  section  21A(w)  of  the  Federal  Home  Loan  Bank  Act  and  recommend 
which  of  such  reforms  should  apply  to  the  Federal  Deposit  Insurance  Corporation. 

The  Task  Force's  responsibilities  also  include  preparation  of  two  refx)rts  to  Con- 
gress; one  was  presented  on  December  29,  1994,  and  the  other  is  due  by  July  1, 
1995. 

The  Task  Force  is  committed  to  fulfilling  its  statutory  mission.  It  views  the  transi- 
tion of  the  RTC  into  the  FDIC  as  a  unique  opportunity  for  melding  two  organiza- 
tions, with  similar  missions,  backgrounds,  and  sKills  but  differing  corporate  cultures 
and  operating  procedures,  into  one  highly  efficient  organization,  taking  the  best 
from  each  organization. 

The  Task  Force  recognized  that  for  the  RTC  to  continue  operations  through  sun- 
set and  complete  its  work  in  a  professional  manner  and  with  financial  integrity,  it 
must  retain  the  human  resources  to  meet  that  goal.  Consequently,  the  Task  Force 
addressed  employee-related  issues  early  in  the  process  to  reduce  employee  concerns 
and  to  minimize  disruption  to  the  operations  of  both  organizations. 

The  Task  Force  adopted  certain  principles  to  accomplish  its  mission:  open  commu- 
nication at  all  times,  both  between  the  two  corporations,  and  between  the  staff  and 
the  Task  F^orce  itself;  mutual  cooperation  in  all  its  information  gathering  and  deci- 
sions; participation  and  opfX)rtunity  for  input  by  both  corpxjrations;  and  a  focus  on 
identifying  the  differences  in  operations  between  the  two  organizations  to  meld 
them  in  a  manner  that  preserves  the  best  of  both. 
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B.  Structure  for  the  Transition  Process 

Following  through  on  its  commitment  to  involve  staff  throughout  the  two  organi- 
zations in  transition  planning,  the  Task  Force  established  committees  and  working 
groups,  chaired  jointty  by  FDIC  and  RTC  managers  and  staffed  with  both  FDIC- 
assigned  and  RTC-assigned  employees,  to  examine  RTC  and  FDIC  operations  to  rec- 
onxmend  which  practices  should  prevail  post-sunset.  These  committees  and  working 
groups  are  also  responsible  for  identifying  the  post-sunset  workload  in  their  areas 
and  for  the  eventual  implementation  oi  the  approved  transition  plan. 

The  Task  Force  retained  responsibility  for  setting  broad  transition  policies  and 
procedures;  for  developing  the  planning  requirements;  for  reviewing  proposed  transi- 
tion plans;  for  recommending  transition  procedures  to  the  FDIC  Cnairman  and  the 
RTC  CEO;  and  for  overseeing  the  accomplishment  of  key  milestones. 

Fifteen  task  groups  are  addressing  the  operations  of  asset  management  and  sales; 
resolutions;  finance;  legal;  contracts;  the  Inspector  General;  information  systems;  re- 
search and  statistics;  corporate/administrative  services;  Executive  Secretary;  cor- 
porate communications;  legislative/governmental  affairs;  and  minority  and  women's 
programs/Equal  Employment  Opportunity. 

To  address  overlapping  issues  and  to  provide  technical  guidance,  the  Task  Force 
formed  policy  and  coordination  conmiittees.  These  committees  include  the  "Best 
Practices"  Review  Committee;  the  Legal  Policy  Conrmiittee;  the  Systems  Review 
Committee;  the  Internal  Controls  Policy  Committee;  the  Communications  Commit- 
tee; the  Accounting  and  Budget  Policy  Committee;  the  Personnel  Policy  Committee; 
and  the  Facilities  Planning  Committee. 

The  first  conrmiittee  that  the  Task  Force  established  was  the  Communications 
Committee,  which  has  been  at  the  forefront  of  the  FDIC/RTC  open  communications 
policy.  The  FDIC  and  RTC  electronic  mail  systems  have  been  integrated,  and  the 
Communications  Committee  instituted  an  electronic  bulletin  board  system  for  the 
exchange  of  questions  and  answers  related  to  the  transition. 

The  Best  Practices  Review  Committee  is  responsible  for  coordinating  the  func- 
tional task  groups'  evaluation  of  operational  dinerences  between  the  two  corpora- 
tions and  subsequent  recommendations  to  the  Task  Force  on  which  corporation's 
practice  to  adopt  or  modify,  it  serves  in  a  similar  role  in  the  evaluation  and  rec- 
ommendation process  on  which  management  goals  and  reforms  applied  by  statute 
to  the  RTC  should  be  applied  to  the  FDIC. 

The  Legal  Policy  Committee  addresses  questions  of  whether  FDIC  or  RTC  stat- 
utes, policies,  and  regulations  apply  to  RTC  activities  that  return  pre-sunset  or  to 
activities  conducted  by  the  FDIC  after  sunset.  The  Systems  Review  Committee  is 
responsible  for  evaluating  and  recommending  which  RTC  automated  systems  should 
be  retained  for  use  by  the  FDIC  after  sunset. 

Internal  controls  are  a  priority  for  the  two  corporations  both  during  the  transition 
and  post-sunset.  The  Internal  Controls  Policy  Committee  was  established  in  October 
1994  and  is  chaired  by  the  chief  financial  officers  of  each  corporation.  It  has  been 
^ven  major  responsibilities  in  monitoring  FDIC  and  RTC  functions  which  will  be 
integrated  as  a  result  of  the  transition  to  ensure  adequate  and  effective  internal 
controls  are  in  place  and  maintained.  It  is  responsible  for  assessing  potential  areas 
of  vulnerability  resulting  from  the  transition,  as  well  as  the  potential  impact  of 
transition  on  already  identified  material  weaknesses  in  either  corporation,  and  for 
taking  corrective  actions  to  deal  with  such  risks. 

The  Task  Force  established  the  Accounting  and  Budget  Policy  Committee  to  de- 
velop budget,  accounting  and  financial  reporting  procedures  for  RTC  functions  re- 
turned to  FDIC  prior  to  sunset.  The  Task  Force  also  initiated  a  Personnel  Policy 
Committee  to  review  issues  associated  with  the  return  of  RTC  employees  to  FDIC. 
The  Facilities  Planning  Committee  was  established  last  fall  to  coordinate  all  space 
planning  and  office  relocations  associated  with  the  merger. 

This  then  is  the  structure  the  Task  Force  has  chosen  to  effectuate  the  transition — 
functional  task  groups  at  the  operating  level  to  provide  identification  and  analysis 
of  operational  differences,  to  recommend  changes,  and  to  implement  approved  tran- 
sition plans;  policy  and  coordination  committees  to  oversee  the  functional  task 
groups  and  to  provide  assistance  on  cross-cutting  issues;  and  the  Task  Force  itself, 
whicn  recommends  transition  policies  and  procedures  and  reviews  proposed  transi- 
tion plans. 

m.  Status  Report 

We  would  now  like  to  speak  to  the  actions  that  the  Task  Force  has  undertaken 
to  effectuate  the  merger. 

We  will  begin  by  providing  a  status  report  on  the  three  tasks  delineated  in  the 
Completion  Act  requiring  resolution  of  differences  between  the  two  agencies.  The 
Task  Force  undertook  the  first  task  (identification  and  resolution  of  differences  in 
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operations)  in  the  context  of  "best  practice"  reviews.  The  Task  Force  has  approached 
the  fourth  and  fifth  tasks  (requiring  evaluation  and  recommendation  of  which  man- 
agement enhancement  ^oals  and  reTorms  appHcable  to  the  RTC  should  apply  to  the 
FDIC)  in  a  similar  fashion  to  the  Best  Practices  review. 

A.  Best  Practices  Reviews 

Examine  the  operations  of  the  Federal  Deposit  Insurance  Corporation  and 
the  Resolution  Trust  Corporation  to  identify,  evaluate,  and  resolve  dif- 
ferences in  the  operations  of  the  corporations  to  facilitate  an  orderly  merger 
of  such  operations. 

The  Task  Force  asked  each  functional  task  group  to  conipile  a  comprehensive  list 
of  operational  differences  between  the  FDIC  and  the  RTC  within  its  area  and  to 
identify  those  differences  which  were  significant  enough  to  warrant  a  best  practices 
review.  Based  on  these  lists,  the  Best  Practices  Review  Committee  recommended, 
and  the  Task  Force  approved,  76  operational  differences  requiring  a  best  practices 
evaluation.  The  task  groups,  under  the  direction  of  the  Best  Practices  Review  Com- 
mittee, then  evaluated  the  differences,  taking  into  account  cost  effectiveness,  impact 
on  post-sunset  operations,  and  internal  controls  implications. 

Most  of  the  functional  task  groups  undertook  the  best  practice  reviews  on  their 
own.  However,  independent  consultants  were  used  to  aid  in  the  best  practice  re- 
views in  some  cases,  e.g.,  a  contractor  was  used  to  conduct  the  best  practice  reviews 
of  the  Contracts  Task  Group  and  the  Minority  and  Women's  Programs  (MWP)  Task 
Group. 

Best  practice  reviews  were  submitted  to  the  Best  Practices  Review  Committee. 
The  Committee  sometimes  sought  clarification  or  other  revisions  of  the  reviews.  The 
reviews  were  then  submitted  to  the  Task  Force.  It  considered  the  reviews,  and  in 
many  instances  met  with  the  functional  task  group  members  to  discuss  their  rec- 
ommendations. As  of  June  13,  1995,  it  had  reachea  decisions  on  70  operational  dif- 
ferences. The  Task  Force  is  currently  in  the  process  of  drafting  its  recommendations 
to  the  FDIC  on  best  practices,  and  it  expects  that  almost  all  of  its  recommendations 
will  be  completed  in  time  to  be  included  in  the  July  1,  1995  status  report  to  Con- 
gress. 

B.  Management  Enhancement  Goals  and  Reforms 

Evaluate  the  management  enhancement  goals  applicable  to  the  Resolution 
Trust  Corporation  under  section  2lA(p)  of  the  Federal  Home  Loan  Bank  Act 
and  recommend  which  of  such  goals  should  apply  to  the  Federal  Deposit  In- 
surance Corporation. 

Evaluate  the  management  reforms  applicable  to  the  Resolution  Trust  Cor- 
poration under  section  21A(w)  of  the  Federal  Home  Loan  Bank  Act  and  rec- 
ommend which  of  such  reforms  should  apply  to  the  Federal  Deposit  Insur- 
ance Corporation. 
A  similar  review  procedure  was  instituted  for  examining  and  recommending  for 
FDIC  adoption  management  enhancement  goals  and  reforms  applicable  to  the  RTC 
under  the  Completion  Act. 

The  eight  management  enhancement  goals  prescribed  by  statute  for  the  RTC  re- 
lated to  (1)  managing  conservatorships,  (2)  the  pace  of  resolutions,  (3)  information 
resources  management,  (4)  securities  portfolio  management,  (5)  tracking  REO  as- 
sets, (6)  asset  valuation,  (7)  standardization  of  due  diligence  and  market  format,  and 
(8)  contracting. 

The  21  management  reforms  required  of  the  RTC  by  the  RTC  Completion  Act  re- 
lated to  development  of  a  business  plan,  marketing  real  property  on  an  individual 
basis,  procedures  for  disposing  of  real  estate  related  assets,  various  organizational 
issues  (such  as  maintaining  a  separate  division  of  minorities  and  women  s  programs, 
maintaining  a  separate  chief  financial  officer  with  no  other  duties,  and  maintaining 
an  Assistant  General  Counsel  for  Professional  Liability),  improvement  of  contracting 
systems  and  procedures  and  contractor  oversight,  establishment  of  an  audit  commit- 
tee at  the  Thrift  Depositor  Protection  Oversight  Board  ("TDPOB"),  agency  response 
to  audit  problems,  management  information  systems,  internal  controls,  reports,  par- 
ity guidelines  for  minority-  and  women-owned  businesses,  contract  sanctions,  minor- 
ity preferences  in  the  acquisition  of  institutions  in  predominantly  minority  neighbor- 
hoods, subcontracts  with  minority-  and  women-owned  businesses,  management  of 
legal  services,  and  client  responsiveness  units. 

Reviews  by  the  functional  task  groups  involved  identifying  the  advantages  and 
disadvantages  of  applying  the  goal  or  reform  to  the  FDIC.  Each  review  was  based 
on  the  goal  or  reform  itself,  and  not  on  the  specific  RTC  approach  to  implementing 
the  goal  or  reform.  Relevant  criteria  included  consideration  of  expected  effects  on 
income,  expenses,  general  efficiency,  and  risk  to  the  Corporation.  The  functional 
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task  groups  did  not  examine  whether  current  FDIC  practices  already  met  the  re- 
quirements of  a  goal  or  reform.  The  Task  Force  felt  tnat  how  to  meet  the  require- 
ments of  a  goal  or  reform,  or  whether  it  is  already  being  met,  is  a  management  deci- 
sion and  thus  the  proper  purview  of  the  FDIC  Chairman  and  Board  of  Directors. 
As  of  June  13,  1995,  the  Task  Force  had  reviewed  and  reached  decisions  pertain- 
ing to  22  of  the  29  management  enhancement  goals  and  reforms.  We  are  in  the 
process  of  drafting  our  recommendations  to  the  FDIC  on  these  goals  and  reforms 
and  expect  that  almost  all  our  recommendations  will  be  completed  in  time  to  be  in- 
cluded in  our  July  1,  1995  repx)rt  to  Congress. 

C.  Automated  Systems 

Recommend  which  of  the  management,  resolution,  or  asset  disposition  sys- 
tems of  the  Resolution  Trust  Corporation  should  be  preserved  for  use  by  the 
Federal  Deposit  Insurance  Corporation. 

The  Transition  Task  Force's  duty  to  recommend  which  RTC  systems  should  be 
preserved  for  use  by  the  FDIC  must  be  considered  in  conjunction  with  the  provision 
at  section  21A(mX3)  of  the  FHLBA,  which  requires  the  Task  Force  to  recommend 
to  the  Secretary  of  the  Treasury  which  RTC  systems  should  be  transferred  to  the 
FDIC.  As  a  preliminary  step,  in  October  1994,  the  Task  Force  concluded  that  the 
systems  involved  were  most  reasonably  and  practicably  interpreted  to  mean  "auto- 
mated systems."  In  December  1994,  tne  Secretary  of  the  Treasury  concurred  with 
that  decision. 

The  Task  Force  established  a  Systems  Review  Committee  to  oversee  the  review 
of  RTC  systems.  This  committee  is  chaired  by  the  heads  of  the  FDIC  and  RTC  Infor- 
mation Resources  Management  ("IRM")  organizations.  The  Systems  Review  Com- 
mittee developed  the  "Automated  Systems  Evaluation  Process,'  a  framework  for  the 
methodical,  standardized  review,  and  documentation  of  the  requirements  for  system 
support  to  complete  RTC  business  post-sunset,  as  well  as  longer  term  FDIC  require- 
ments. The  evaluation  process  included  assessments  of:  (1)  the  scope  of  future  work- 
load levels;  (2)  specific  business  functions  requiring  support;  and  (3)  the  efficiency 
and  cost  effectiveness  of  available  systems.  Each  functional  task  group  was  asked 
to  identify  those  systems  which  it  considered  warranted  a  review,  utilizing  this  eval- 
uation process. 

Based  on  these  lists,  the  Systems  Review  Committee  recommended,  and  the  Task 
Force  approved,  sixty-three  RTC  systems  for  review.  The  systems  are  generally  na- 
tional in  scope,  supported  by  headquarters  IRM  resources,  and  serve  a  vital  busi- 
ness role  at  the  RTC.  RTC  and  FDIC  program  staff  most  familiar  with  the  systems 
performed  the  analysis  and  presented  their  recommendations  to  the  Systems  Review 
Committee. 

The  Systems  Review  Committee  evaluated  the  recommendations  for  logic,  thor- 
ou^ness,  and  documentation,  and  submitted  the  recommendations  to  tne  Task 
Force  for  approval.  As  of  June  13,  1995,  the  Task  Force  had  approved  recommenda- 
tions on  54  systems. 

The  Systems  Review  Committee  is  in  the  process  of  preparing  a  report  to  be  re- 
viewed and  approved  by  the  Task  Force,  for  transmission  to  tne  Secretary  of  the 
Treasury. 

D.  Transfer  of  Assets,  Personnel,  and  Operations 

Recommend  procedures  to  be  followed  by  the  Federal  Deposit  Insurance 
Corporation  and  the  Resolution  Trust  Corporation  in  connection  with  the 
transition  which  will  promote — (1)  coordination  between  the  corporations  be- 
fore the  termination  of  the  RTC;  and  (2)  an  orderly  transfer  of  assets,  per- 
sonnel, and  operations. 

We  began  by  giving  a  report  on  how  the  Task  Force  is  ensuring  that  RTC's  intan- 
gible assets — liest  practices,  management  enhancements  and  reforms,  automated 
systems — will  not  be  depleted  or  diminished  as  a  result  of  the  transition.  We  would 
now  like  to  turn  to  the  more  tangible  aspects  of  the  transition.  This  section  will 
begin  by  providing  a  report  on  where  we  currently  stand  with  the  return  of  person- 
nel and  functions  to  the  FDIC,  as  well  as  our  future  plans  for  their  return.  This 
will  be  followed  by  a  discussion  of  certain  transition  related  operational  issues,  most 
importantly,  internal  control  risks  and  procedures  to  mitigate  against  them;  records 
management  and  retention  efforts;  personnel  issues;  and  facilities  management  is- 
sues, including  disposal  of  excess  space,  furniture,  equipment,  and  fixtures. 

The  overriding  RTC  concern  in  regard  to  the  transfer  of  functions  and  staff  to  the 
FDIC  prior  to  sunset  is  that  as  the  RTC  remains  responsible  for  its  activities 
through  sunset,  it  must  retain  ultimate  control  over  its  operations  until  that  time. 
This  principle  is  central  to  all  determinations  that  the  Task  Force  has  made  regard- 
ing the  structure  and  timing  of  staff  and  functional  transfers.  It  requires  that  many 
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functions  remain  at  RTC  until  or  near  sunset.  However,  the  Task  Force  rec- 
ommended, and  the  FDIC  Chairman  and  the  RTC  CEO  approved,  the  return  of 
some  RTC  functions  to  the  FDIC  in  advance  of  sunset.  These  transitioned  functions 
are  generally  being  placed  under  the  administrative  control  of  the  FDIC  until  sun- 
set. 

The  following  decisions  and  actions  have  been  taken  in  regard  to  the  return  of 
personnel  and  functions  to  the  FDIC  until  sunset. 

/.  Early  Return  of  Personnel 

a.  Resolutions 

The  RTC  has  completed  the  resolution  of  all  747  thrifts  assigned  to  it.  Therefore, 
based  upon  the  recommendation  of  the  Transition  Task  Force,  most  RTC  resolutions 
and  conservatorship  operations  staff  were  returned  to  the  FDIC  between  July  1, 
1995,  and  January  31,  1995.  A  small,  residual  RTC  resolutions  staff  remains  at  the 
RTC,  which  will  be  retained  to  complete  the  resolutions  of  any  institutions  placed 
into  conservatorship  by  July  1,  1995.  Should  it  become  necessary,  arrangements 
have  been  made  to  contract  certain  RTC  resolutions  work  to  the  FDIC  on  a  cost  re- 
imbursable basis  prior  to  sunset. 

b.  AssCT  Management  and  Disposition 

In  order  to  facilitate  the  transfer  to  FDIC  on  December  31,  1995,  of  remaining 
RTC  asset  management  and  disposition  work,  the  RTC  asset  function  in  the  field 
has  been  reorganized  to  align  more  closely  with  the  FDIC's  Service  Centers.  For  this 
reason  and  because  of  declining  asset  balances,  the  asset  sales  and  management 
work  (and  associated  contract  management  activities)  in  RTC's  Denver  office  was 
gradually  transferred  to  the  RTC's  Newport  Beach  office,  which  is  located  near  the 
FDIC's  Western  Service  Center  in  Irvine,  California.  This  transfer  was  completed 
on  March  31,  1995. 

Personnel  performing  those  same  functions  in  RTC's  Kansas  City  office  are  in  the 
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thority  within  the  Service  Center  for  the  sale  and  management  of  RTC  assets. 

RTC's  headquarters.  Valley  Forge,  Atlanta,  Dallas,  and  Newport  Beach  Offices 
have  been  paired  with  FDIC's  four  other  regional  service  centers  and  will  continue 
their  asset  management  and  sales  activities  until  December  31,  1995.  No  later  than 
September  30,  1995,  these  offices  will  be  placed  under  the  administrative  control  of 
FDIC  headquarters.  Northeast  (Hartford),  Southeast  (Atlanta),  Southwest  (Dallas), 
and  Western  (Irvine)  Service  Centers,  respectively. 

Affordable  Housing  headquarters  stafl^will  be  unified  with  their  FDIC  counter- 
parts during  the  summer  of  1995.  As  required  by  the  Completion  Act,  FDIC  will  as- 
sume full  responsibility  for  the  unified  affordable  housing  program  by  October  1, 
1995.  The  two  affordable  housing  agencies  have  already  achieved  a  substantial 
amount  of  coordination.  Four  joint  auctions  and  sealed  bid  sales  have  been  con- 
ducted yielding  $11.2  million;  the  RTC  sold  10  FDIC  multifamily  properties  in  1994; 
and  the  RTC  is  assisting  in  the  sale  of  about  40  FDIC  multifamily  properties  in 
1995.  Clearinghouse  notices  of  eligible  properties  have  been  consolidated  for  the 
Northeast  Region  of  the  country. 

Additionally,  RTC  underwriters  are  processing  seller  financing  on  FDIC  affordable 
housing  single  family  properties;  uniform"  marketing  policies  now  govern  the  sale  of 
single  family  and  multifamily  properties;  and  national  training  has  been  held  for 
all  FDIC  and  RTC  offices  on  the  monitoring  of  single-family  and  multifamily  prop- 
erties with  long  term  afTordability  restrictions. 

c.  Information  Resources  Management  Function 

Because  of  the  heavy  reliance  of  all  program  areas  on  the  IRM  function,  this  func- 
tion will  transfer  to  the  FDIC  beginning  next  week.  The  early  transfer  of  the  IRM 
function  will  allow  IRM  staff  to  provide  active  assistance  in  the  transition  of  other 
areas  to  the  FDIC  later  in  the  year. 

Cooperative  planning  efforts  have  been  underway  since  early  1992  when  main- 
frame computer  progressing  was  consolidated  at  the  FDIC's  Virginia  Square  Data 
facility.  Since  1993,  the  two  IRM  organizations  have  been  sharing  information  on 
systems  efforts  and  have  established  IRM  coordinating  teams  to  identify  operational 
similarities  and  differences  across  functions  and  to  work  on  orogram  integration.  As 
part  of  that  effort,  the  RTC  IRM  review  program  has  already  been  adopted  for  use 
Dy  FDIC,  and  the  two  IRM  organizations  nave  developed  a  joint  methodology  for  re- 
viewing FDIC  and  RTC  application  systems. 
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The  transfer  of  RTC  and  FDIC  commercial  off-the-shelf  software  licenses  has  been 
coordinated  to  ensure  continuity  of  use  of  software  packages  by  RTC  and  FDIC  per- 
sonnel, and  a  joint  strategic  plan  has  been  developed.  Several  major  integration 
projects  have  been  undertaken  including  data  center  migration,  teleconrmiunications 
initiatives,  LAN  management,  client  server  systems  support,  and  Internet  utiliza- 
tion. An  outside  contractor  has  been  engaged  to  review  the  technical  aspects  of  the 
integration  plans  developed  by  these  project  teams. 

Although  the  two  IRM  organizations  will  merge  on  June  25,  1995,  both  IRM  orga- 
nizations will  remain  individually  intact  through  the  end  of  1995. 

d.  The  Legal  Division 

Resfxjnsibility  for  most  RTC  legal  matters  will  transfer  to  the  FDIC's  Legal  Divi- 
sion on  October  2,  1995  but  will  remain  subject  to  the  oversight  of  the  RTC  General 
Counsel  until  sunset.  Some  functions  will  follow  other  schedules: 
•  Legal  support  relating  to:  institution  interventions;  conservatorship  operations; 
resolutions;  receivership  terminations;  affordable  housing;  pension  benefit  plan 
terminations;  deposit  insurance  matters;  and  claims  and  settlements  (other  than 
those  functions  listed  below)  will  come  under  the  administrative  control  of  the 
FDIC  within  the  same  general  time  periods  as  the  corresponding  business  ftinc- 
tions; 
The  contracts,  labor  and  employment,  and  corporate  issues  sections  of  the  Legal  Di- 
vision will  transfer  to  the  FDIC  by  December  31,  1995,  as  will  the  Professional 
Liability  Section  ("PLS")  and  Office  of  Investigations  stafT; 

— ^Although  the  Denver  field  office  was  closed  at  the  end  of  March,  Denver  PLS 
staff  remain  until  the  end  of  this  week.  On-going  PLS  work  has  been  trans- 
ferred to  attorneys  in  either  Newport  Beach  or  Washington.  Investigations  staff 
will  remain  in  Denver  until  the  end  of  September.  Their  work  is  being  coordi- 
nated with  attorneys  in  Dallas,  Newport  Beach,  and  Washington. 

e.  Equal  Employment  Opportunity  Office 

The  RTC's  equal  employment  opportunity  ("EEO")  function  and  associated  work- 
load was  placed  under  the  administrative  control  of  the  FDIC's  Office  of  Equal  Op- 
portunity on  March  31,  1995. 

2.  Personnel  Returning  at  Sunset 

a.  Finance 

The  Task  Force  has  recommended  against  transferring  the  financial  and  account- 
ing functions  of  the  RTC's  Division  of  the  Chief  Financial  Officer  (including  manage- 
ment of  the  corporate  internal  controls  program),  prior  to  December  31,  1995.  The 
Chairman  of  the  FDIC  and  the  CEO  of  the  RTC  have  concurred  with  this  rec- 
ommendation. 

RTC  Financial  Service  Centers  CTSC's"),  which  process  most  financial  trans- 
actions related  to  RTC  assets,  will  remain  in  operation  as  separate  units  at  least 
through  sunset,  and  there  will  be  no  changes  in  their  procedures,  processes,  or  sys- 
tems prior  to  sunset. 

b.  Other  Support  Activities 

To  permit  RTC  control  over  its  operations  until  sunset,  the  basic  infrastructure 
of  the  RTC  organization  will  remain  intact  until  then.  Contracting,  corporate  com- 
munications, research,  legislative  affairs,  minority,  and  women's  programs,  and  ad- 
ministrative services  functions  will  be  transferred  to  the  FDIC  on  December  31, 
1995.  Employees  in  these  areas  will  be  returned  to  the  FDIC  as  workload  declines, 
and  the  FDIC  will  provide  assistance  in  those  areas  where  RTC  has  inadequate 
staff. 

c.  Administrative/Transition  Related  Operational  Issues 

The  Task  Force  has  also  addressed  several  cross-cutting  issues  that  relate  to  the 
transfer  of  woritload  and  personnel,  as  described  below: 

1.  Internal  Controls 

A  major  priority  of  the  Task  Force  is  to  ensure  that  adequate  and  sound  internal 
controls  are  in  place  throughout  the  transition  and  after  sunset  for  all  RTC  func- 
tions and  assets  transferred  to  the  FDIC. 

The  Internal  Controls  Policy  Committee  has  broken  down  RTC  operations  into 
discrete  functions  for  transfer  to  the  F'DIC.  Each  of  these  functions  has  been  classi- 
fied according  to  its  internal  control  risk  on  a  scale  from  high  to  low.  Each  func- 
tional area  is  required  to  prepare  a  control  evaluation  and  assessment  plan  and  to 
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implement  an  on-going  control  monitoring  plan  approved  by  the  Internal  Controls 
Policy  Committee. 

Once  the  control  plan  has  been  approved,  and  the  controls  put  in  place,  FDIC  and 
RTC  managers  are  required  to  issue  management  certifications  stating  that  the 
transition  controls  meet  or  exceed  the  minimum  transition  control  benchmarks  is- 
sued by  the  Internal  Controls  Committee.  The  Committee  expects  all  initial  man- 
agement certifications  to  be  completed  by  September  30. 

Tlie  Internal  Controls  Policy  Committee  is  responsible  for  monitoring  controls  dur- 
ing the  course  of  the  transition  and  communicating  with  the  functional  task  groups 
and  other  policy  groups  about  the  continued  adequacy  of  those  controls.  It  is  also 
engaging  a  contractor  to  provide  recommendations  concerning  the  methodology  and 
control  mechanisms  used  for  the  transition. 

After  sunset,  when  all  functions  and  assets  have  been  transferred  to  the  FDIC, 
transition  certifications  are  required  to  be  issued  by  FDIC  managers  attesting  to  the 
completion  of  the  transition  for  their  area;  that  appropriate  internal  controls  have 
been  designed  and  implemented;  and  that  an  accounting  has  been  completed  for  all 
assets,  liabilities  or  otner  matters. 

2.  Records  Management 

The  FDIC  is  facing  the  formidable  task  of  assuming  a  residual  RTC  records  base 
that  more  than  triples  its  current  inventory.  The  FDIC  inventory  currently  consists 
of  approximately  810,000  cubic  feet  of  corporate  and  institution  records,  while  the 
ETC;  has  an  additional  2  million  cubic  feet  of  records  (approximately  1.5  million 
square  feet  of  which  are  being  stored  through  a  multi-year  national  contract)  that 
will  be  transferred  to  the  custody  of  the  FDIC  at  sunset. 

Most  RTC  records  will  need  to  be  retained  for  a  significant  period  beyond  sunset 
in  order  to  maintain  an  institutional  memory,  protect  the  rights  of  individuals  with 
whom  the  Corporation  interacts,  and  permit  oversight  of  corporate  activities  by  the 
Inspector  General,  the  General  Accounting  Office,  and  Congress.  A  very  small  por- 
tion of  these  records  will  be  transferred  to  the  National  Archives  and  Records  Ad- 
ministration for  preservation  and  use  by  future  researchers.  Finally,  institutional 
records  transferred  to  the  RTC  from  failed  thrifts  will  be  kept  for  10  years  in  order 
to  support  litigation  by  the  Department  of  Justice. 

The  mergea  organization  will  reauire  an  enhanced  records  management  program 
due  to  the  large  quantity  of  records  and  the  need  to  maintain  accountability  and 
internal  controls,  particularly  given  high  expected  personnel  turnover.  The  Task 
Force  has  therefore  recommended  that  the  records  management  function  in  the 
post-merger  FDIC  be  organizationally  and  functionally  centralized.  Standardized 
policies  and  procedures  governing  the  life  cycle  of  records  will  be  developed.  Due  to 
prohibitive  withdrawal  penalties,  low  storage  costs,  and  the  current  lack  of  other 
space  available  to  the  FDIC,  the  Task  Force  has  also  recommended  retention  and 
extension  of  the  RTC  contract  for  records  storage  through  its  option  period  to  accom- 
modate all  carryover  RTC  records. 

3.  Personnel  Issues 

The  Task  Force  was  required  early  on  to  address  the  placement  of  permanent 
RTC-assigned  employees  at  the  FDIC  in  order  to  honor  these  employees  statutory 
return  rights  to  the  FDIC  as  well  as  to  ensure  an  adequate  workforce  to  perform 
RTC's  functions.  Based  on  Task  Force  recommendations,  both  corporations  adopted 
certain  policies  designed  to  ensure  that  employees  in  both  corporations  woula  be 
treated  tairly  and  equitably.  Among  these  policies  were  the  following: 

•  The  Task  Force  recommended  that  RTC  employees  not  have  their  FIRREA  rights 
diminished  or  be  otherwise  penalized  if  they  were  returned  to  the  FDIC  prior  to 
sunset. 

•  The  Task  Force  recommended  that  no  reduction-in-force  be  conducted  prior  to 
1997,  at  the  earliest,  so  that  all  F'DIC  and  RTC  employees  would  be  equally  sub- 
ject to  any  reduction-in-force  which  may  be  required  in  F'DIC.  (This  decision  does 
not  apply  to  the  temporary  workforce  in  the  two  organizations.) 

The  Chairman  of  the  FDIC  and  the  CEO  of  the  RTC  adopted  these  recommenda- 
tions, which  were  communicated  to  the  employees  in  an  "all  employees"  memoran- 
dum issued  jointly  by  both  agency  heads. 

4.  Facilities  Planning 

The  FDIC  and  the  RTC  have  been  planning  the  merger  of  their  facilities  for  the 
past  year,  and  have  taken  steps  to  dispose  of  unneeded  space  through  subletting, 
negotiating  buyouts,  negotiating  for  eariy  termination,  ana  allowing  tne  expiration 
of  near-term  leases.  Since  June  30,  1994,  the  RTC  has  released  114,850  square  feet 
of  leased  space  through  negotiated  buyouts,  with  $717,667  of  rent  mitigated  through 
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disposition.  Similarly,  since  June  30,  1994,  the  FDIC  has  decreased  its  leased  space 
by  approximately  400,000  square  feet  through  negotiated  buyouts  and  casualty. 

The  two  organizations  are  working  cooperatively,  with  their  pending  merger  in 
mind,  in  committing  to  new  leases.  Some  FDIC  and  RTC  facilities  with  unique  re- 
quirements have  already  been  co-located,  e.g.,  the  FDIC  and  RTC  computer  server 
systems  that  require  raised  floors  and  special  cooling  systems. 

As  of  June  30,  1995,  the  RTC  has  2.5  million  square  feet  of  office  space  and 
188,000  square  footage  of  warehouse  space.  As  of  that  same  date,  the  FDIC  has  just 
over  3  million  square  feet  of  office  space  and  265,000  square  feet  of  warehouse 
space. 

Between  the  two  corporations,  there  are  immediate  plans  to  release  51,000  square 
feet  in  downtown  Washington.  It  is  anticipated  that  significantly  more  space  will 
be  released,  with  large  blocks  expected  in  the  field. 

Planning  for  office  space  in  field  locations  is  underway  and  is  dependent  upon  re- 
sults of  any  organizational  realignments  that  may  occur  between  Washington  and 
the  field  and  the  impact  of  any  buyout  packages  that  may  be  offered  to  employees. 

The  Facilities  Planning  Committee  has  utilized  the  services  of  a  contractor  to  de- 
velop a  plan  for  the  space  integration  of  the  RTC  and  the  FDIC  in  Washington.  A 
programming  questionnaire  has  addressed  such  issues  as  support  equipment,  sup- 
port areas,  adjacency,  conference  and  training  requirements,  and  special  needs.  A 
critical  aspect  of  this  plan  is  its  adaptability  to  changing  circumstances  due  to  the 
unpredictable  nature  of  the  staffing  numbers  at  this  time.  Preliminary  consolidated 
space  plans  are  expected  in  mid-summer. 

With  respect  to  office  furniture,  fixtures,  and  equipment,  the  RTC  has  completed 
a  detailed  inventory  and  has  developed  a  policy  on  disposition  of  these  items  de- 
signed to  maximize  recovery. 

rV.  Conclusion 

While  the  tasks  ahead  are  still  formidable,  much  has  been  accomplished  and  we 
are  committed  to  taking  all  necessary  steps  to  ensure  a  smooth  transition  of  the 
RTC  to  the  FDIC.  This  completes  our  testimony.  We  would  be  pleased  to  answer 
any  questions  that  you  may  have. 
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RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  D'AMATO 
FROM  ROBERT  E.  RUBIN 

Q.l.  What  is  the  Oversight  Board's  role  in  ensuring  the  smooth 
transfer  of  the  RTC's  activities  to  the  FDIC? 

A.1.  The  Oversight  Board  is  responsible  for  overseeing  and  mon- 
itoring the  operations  of  the  Resolution  Trust  Corporation  (RTC). 
The  Board  reviews  the  transition  from  the  perspective  of  ensuring 
that  the  RTC's  remaining  day-to-day  operations  are  not  impaired. 
During  this  final  year  of  the  RTC,  many  of  the  Board's  oversight 
activities  and  reviews  have  been  focused  on  this  objective. 

The  Oversight  Board's  Audit  Committee,  created  by  the  RTC 
Completion  Act,  seeks  to  ensure  that  the  internal  controls  and 
audit  capability  of  the  RTC  remain  eflFective  through  the  transition 
period.  The  Audit  Committee  has  worked  effectively,  in  cooperation 
with  the  RTC  Inspector  Greneral  and  the  RTC  management,  to  fa- 
cilitate the  reduction  of  open  management  decisions  and  audit  find- 
ings. 

In  your  testimony,  you  indicate  that  the  Oversight  Board  will  re- 
view the  RTC's  request  for  contingency  funding  once  the  RTC  and 
FDIC  have  completed  their  detailed  review  of  the  RTC's  financial 
position: 

Q.2^.  How  will  you  evaluate  that  request? 

A.2^.  The  RTC's  request  for  contingency  funding  will  be  evaluated 

to  determine  the  following: 

•  The  methodology  used  for  estimating  the  need  for  contingency 
funding. 

•  The  validity  of  assumptions  regarding  the  future  recovery  value 
of  receivership  assets. 

•  Whether  the  best  information  available  has  been  used  regarding 
economic  conditions,  interest  rates,  and  real  estate  markets. 

•  What  uncertainties  have  been  factored  in  to  determine  the  need 
for  funds. 

•  RTC's  current  and  projected  use  of  loss  funds  made  available  by 
the  Thrift  Depositor  Protection  Oversight  Board  through  fiscal 
year  1995. 

•  The  proportion  of  hard-to-sell  assets  remaining  in  the  RTC  asset 
portfolio. 

•  Estimate  of  losses  related  to  securitization  transactions  and  rep- 
resentations and  warranties. 

•  FDIC's  sales  or  other  plans  for  disposition  of  RTC  assets  after 
sunset  and  the  timing  of  disposition  strategies. 

•  RTC  and  FDIC  contract  oversight  procedures  anticipated  to  be  in 
place  at  sunset  and  the  volume  of  remaining  contracts. 

•  Estimates  of  losses  the  RTC  may  incur  as  a  result  of  pending 
lawsuits. 

Q.2.b.  How  will  the  use  of  any  contingency  funding  provided  be 
monitored  over  time? 

A.2.b.  The  FDIC  use  of  contingency  funding  to  cover  losses  of  the 
Corporation  will  be  monitored  by  the  GAO  as  a  function  of  its  an- 
nual financial  audit  of  the  Corporation's  financial  statements. 
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Q.2.C.  Specifically,  will  the  Oversight  Board  request  a  separate  ac- 
counting for  the  former  RTC  assets  in  order  to  distinguish  RTC 
cases  from  the  1988  FSLIC  deals  which  are  also  managed  by  the 
FSLIC  Resolution  Fund? 

A.2.C.  Transition  plans  include  an  agreement  that  the  responsibil- 
ity for  the  financial  and  accounting  functions  of  RTC's  Division  of 
the  Chief  Financial  Officer  (including  management  of  the  corporate 
internal  controls  program),  and  the  residual  workload  associated 
with  those  functions,  will  be  transferred  to  FDIC's  Division  of  Fi- 
nance (FDIC/DOF)  on  December  31,  1995.  Following  this  transfer, 
FDIC/DOF  will  maintain  a  separate  organizational  structure  and 
separate  automated  systems  to  perform  financial  and  accounting 
functions  for  assets  previously  owned  by  the  RTC  until  all  required 
RTC  financial  reporting,  reconciliation  and  closeout  activities  have 
been  completed. 

In  your  testimony,  you  indicate  that  the  Oversight  Board's  juris- 
diction over  the  RTC  is  limited: 

Q.3^.  How  many  staff  does  the  Oversight  Board  currently  employ? 
A.3.a.  As  of  June  20,  1995,  the  Oversight  Board  employed  29  full- 
time  employees,  one  part-time  employee,  and  two  detailees  from 
other  agencies.  One  employee  was  detailed  out. 

Q.3.b.  What  was  the  highest  level  of  staff  employed  by  the  Over- 
sight Board  and  at  what  point  in  its  existence  did  this  occur? 
A.3.b.  The  highest  number  of  staff  employed  by  the  Oversight 
Board  since  it  was  established  in  1989  was  44  employees,  which  in- 
cluded 42  full-time  employees,  one  temporary  and  one  on  detail 
from  another  agency.  This  staffing  level  existed  as  of  a  March  1991 
report. 

Q.3.C.  What  are  the  total  expenditures  of  the  Oversight  Board 
since  RTC's  inception? 

A.3.C.  Total  expenditures  for  the  Oversight  Board  since  RTC's  in- 
ception through  fiscal  1994  are  approximately  $23  million.  The  an- 
nual budget  as  reported  in  annual  reports  filed  with  the  Congres- 
sional Banking  Committees  averages  less  than  $5  million. 

Your  testimony  states  that  the  Oversight  Board's  staff  office  will 
close  during  1996: 

Q.4^.  What  is  your  best  estimate  of  when  in  1996  the  office  will 
close? 

A.4^.  The  precise  closing  date  for  the  staff  office  will  be  deter- 
mined by  the  Oversight  Board  after  a  complete  review  of  post-RTC 
closing  responsibilities.  A  number  of  statutorily  required  tasks 
must  be  completed  by  the  Oversight  Board  after  the  RTC  closes,  in- 
cluding a  final  report  on  purposes  for  which  funds  provided  by  the 
Completion  Act  were  used;  a  Semiannual  Report  to  Congress;  an 
appearance  before  the  House  and  Senate  Banking  Committees 
after  the  Semiannual  Report  is  filed;  an  annual  report  on  oper- 
ations activities,  budgets,  receipts  and  expenditures  of  the  RTC  and 
the  Oversight  Board  for  the  calendar  year  1995,  and  other  reports. 
We  expect  the  Oversight  Board  to  consider  the  precise  closing  date 
for  the  staff  office  in  the  Fall  of  this  year. 
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Q.4.b.  What  benefits,  if  any,  will  be  provided  to  Oversight  Board 
staff  upon  termination  of  their  employment? 

A.4.b.  The  Oversight  Board  will  provide  those  benefits  that  are  re- 
quired by  law  for  Federal  employees.  These  include:  (a)  lump  sum 
payment  for  accrued  annual  leave;  (b)  severance  pay  for  those  who 
are  eligible  under  5  USC  5595  and  5  CFR  550.704  and  in  the  man- 
ner specified  under  5  CFR  550.707;  (c)  temporary  continuation  of 
coverage  of  health  benefits  up  to  18  months  for  those  enrolled  in 
the  Federal  Employee's  Health  Benefits  Program;  (d)  conversion  of 
life  insurance  without  medical  examination  for  those  enrolled  in 
the  Federal  Employee's  Group  Life  Insurance  Program;  and  (e)  con- 
tribution to  unemployment  benefits  based  on  salary  and  time 
worked.  Oversight  Board  employees  are  Federal  employees  who  do 
not  have  return  rights  to  other  Government  agencies. 

Q.4.C.  Will  these  benefits  be  consistent  with  benefits  provided  to 
other  Federal  employees  in  similar  circumstances? 
A.4.C.  These  benefits  will  be  consistent  with  benefits  provided  to 
other  Federal  employees  in  similar  circumstances.  The  Oversight 
Board  is  prohibited  by  the  Federal  Home  Loan  Bank  Act  (as 
amended)  from  providing  any  compensation  or  benefit  to  its  em- 
ployees that  are  not  consistent  with  other  Federal  bank  regulatory 
agencies.  Benefits  listed  above,  however,  are  common  to  all  Federal 
agencies  that  come  under  the  jurisdiction  of  the  U.S.  Office  of  Per- 
sonnel Management. 

Q.4.d.  Who  will  determine  whether  or  not  such  benefits  are  pro- 
vided? 

A.4.d.  Benefits  provided  will  be  determined  by  applicable  law  and 
regulation  and  rule.  These  will  be  authorized  by  the  Board's  Execu- 
tive Director  and  processed  by  the  Director  of  Personnel. 

Q.5.  By  statute,  the  Oversight  Board  has  the  responsibility  for  ap- 
proving the  RTC's  budget  and  financing  plans  and  reviewing  strat- 
egies, policies  and  goals.  Please  provide  specific  information  on  ac- 
tions tne  Oversight  Board  has  taken  to  fulfill  these  responsibilities 
since  the  RTC  Completion  Act  was  passed.  This  information  should 
include  the  nature  of  RTC  requests  reviewed,  extent  and  type  of 
analysis  required  prior  to  giving  approval,  and  the  approximate 
time  between  receipt  of  RTC's  submissions  and  the  granting  of 
Oversight  Board  approval. 

A.5.  The  Resolution  Trust  Corporation  Refinancing,  Restructuring, 
and  Improvement  Act  of  1991  sets  forth  the  Oversight  Board's  du- 
ties and  authority  to  review  overall  strategies,  policies,  goals,  finan- 
cial plans,  and  budgets  of  the  RTC. 

On  an  ongoing  basis,  the  Oversight  Board  staff  evaluates  and 
analyzes  RTC  programs,  it  monitors  RTC  compliance  with,  and  ad- 
justments to,  its  Business  Plan,  financial  projections  and  operating 
goals.  The  staff  also  tracks  RTC  sales  initiatives,  contracting  proce- 
dures, receivership  terminations,  subsidiary  and  joint  venture  dis- 
position activities,  internal  controls  and  the  policies  and  regula- 
tions related  thereto.  The  Oversight  Board  reviews  all  published 
regulations  of  the  RTC. 

The  Oversight  Board  staff  also  reviews  all  work  and  reports  gen- 
erated by  functional  task  groups  of  the  RTC/FDIC  Transition  Task 
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Force  to  ensure  that  there  is  no  negative  impact  on  the  RTC's 
work.  The  staff  closely  follows  the  substantial  volume  of  activities 
regarding  the  information  systems,  best  practices  and  management 
reforms  that  may  be  adopted  by  the  FDIC  at  RTC's  sunset. 

In  addition  to  its  internally  generated  reviews  and  reports,  the 
Oversight  Board  works  closely  with  the  Inspector  General  and  the 
General  Accounting  Office.  The  staff  regularly  reviews  IG  and  GAO 
audits  and  reports  for  matters  that  may  warrant  Board  consider- 
ation. 

The  Oversight  Board  approves,  prior  to  implementation,  RTC  fi- 
nancial plans,  budgets  and  periodic  financing  requests.  On  Decem- 
ber 8,  1993  the  RTC  submitted  to  the  Oversight  Board  its  financial 
operating  plan,  funding  request,  and  operating  expense  budget  for 
calendar  year  1994.  The  operating  plan  contained  support  for 
RTC's  request  for  approval  to  expend  fiinds  appropriated  in  the 
Completion  Act.  The  Oversight  Board  staff  analyzed  the  operating 
plan  with  particular  attention  to  the  projected  caseload  of  failed 
thrifts  and  the  amount  of  loss  funds  to  be  expended.  The  staff  also 
met  with  RTC  staff  to  discuss  the  assumptions  underlying  the  plan. 

The  operating  plan  was  discussed  at  the  Oversight  Board  meet- 
ing on  December  17,  1993.  The  Oversight  Board  approved  by  reso- 
lution the  operating  plan  subject  to  certain  conditions.  Although 
the  Completion  Act  appropriated  $18.3  billion  for  the  RTC,  RTC's 
operating  plan  projected  that  only  $4  billion  of  the  newly  appro- 
priated funds  would  be  needed  in  1994.  Accordingly,  the  Oversight 
Board  approved  the  transfer  to  RTC  and  the  expenditure  of  only 
$4  billion  of  Completion  Act  funds.  If  the  RTC  required  additional 
funds,  RTC  would  have  to  request  additional  spending  authority 
from  the  Oversight  Board. 

The  RTC  submitted  its  1994  operating  expense  budget  to  the 
Oversight  Board  on  December  7,  1993.  The  operating  expense 
budget  was  a  summary  budget  that  did  not  take  account  of  the  re- 
forms required  by  the  Completion  Act.  The  Oversight  Board  staff 
analyzed  the  budget  and  reviewed  it  with  RTC  staff.  The  budget 
also  was  discussed  at  the  Oversight  Board  meeting  on  December 
17,  1993.  The  Board  adopted  a  resolution  approving  the  submitted 
operating  expense  budget  provided  that  a  revised  budget  reflecting 
the  reforms  outlined  in  the  Completion  Act  was  submitted  by 
March  31,  1994.  The  revised  budget  was  submitted  on  March  31, 
1994  and  approved  by  the  Oversight  Board  at  its  April  11,  1994 
meeting. 

The  resolution  approving  the  operating  plan  and  budget  detailed 
five  reports  for  the  RTC  to  provide  the  Oversight  Board  quarterly: 
(1)  budget  variance,  (2)  loss  fund  usage,  (3)  improvements  to  the 
Business  Plan,  (4)  resolutions  of  minority  thrift  institutions  and 
branches,  and  (5)  progress  in  implementing  information  systems. 
These  reports  facilitated  the  Oversight  Board's  monitoring  of  RTC's 
financial  operations.  The  1994  reports  were  analyzed  by  Oversight 
Board  staff,  discussed  with  RTC  staff,  and  reviewed  by  Oversight 
Board  members  at  meetings  on  June  16,  1994;  September  20,  1994; 
December  5,  1994,  March  13,  1995,  and  July  17,  1995. 

The  RTC  submitted  its  1995  operating  expense  budget  on  No- 
vember 18,  1994  and  the  1995  financial  operating  plan  on  Novem- 
ber 28,  1994.  The  Oversight  Board  staff  carefully  analyzed  both  the 


114 

budget  and  operating  plan  and  discussed  the  underlying  assump- 
tions with  the  RTC.  The  documents  were  presented  to  the  Over- 
sight Board  at  its  December  5,  1994  meeting.  At  the  meeting,  the 
Oversight  Board  members  discussed  the  need  for  contingency  fund- 
ing to  cover  RTC  losses  that  may  occur  after  December  31,  1995. 
Such  potential  losses  were  not  incorporated  into  the  1995  financial 
operating  plan.  RTC/FDIC's  estimates  for  such  losses  will  be  re- 
viewed carefully  by  the  Board  at  its  September  meeting.  In  its  De- 
cember 4,  1994  meeting,  the  Oversight  Board  approved  by  resolu- 
tion the  RTC's  operating  plan  and  budget  for  1995. 

As  in  1993,  the  Oversight  Board  resolution  to  approve  the  1995 
operating  plan  and  expense  budget  required  the  RTC  to  submit  cer- 
tain quarterly  reports  to  facilitate  Oversight  Board  monitoring  of 
RTC's  financial  operations:  (1)  detailed  budget  variance,  (2)  loss 
fund  usage,  (3)  resolutions  of  minority  thrift  institutions,  and  (4) 
changes  to  the  budget  resulting  from  announced  transition  deci- 
sions. The  reports  were  reviewed  by  the  Board  at  its  July  17,  1995 
meeting,  and  additional  reports  will  be  reviewed  at  future  meetings 
of  the  Oversight  Board. 

The  Oversight  Board  and  the  Audit  Committee  are  closely  mon- 
itoring the  RTC  and  FDIC's  work  to  estimate  the  funds  needed  to 
cover  unanticipated  losses  after  December  31,  1995.  At  its  January 
23,  1995  meeting,  the  Audit  Committee  received  a  detailed  presen- 
tation on  RTC's  methodology  for  estimating  reserves.  The  Commit- 
tee discussed  the  reserve  methodology  and  the  necessity  for  estab- 
lishing a  contingency  fund  with  the  General  Accounting  Office  at 
its  meetings  on  April  5,  1995  and  June  22,  1995.  The  Oversight 
Board  discussed  the  contingency  funding  issue  at  its  March  13, 
1995  meeting.  The  RTC  and  FDIC  reported  to  the  Oversight  Board 
that  work  on  developing  the  contingency  reserves  methodology  was 
ongoing.  At  the  April  24,  1995  meeting,  the  issue  was  discussed. 
The  RTC  and  FDIC  reported  to  the  Oversight  Board  that  progress 
had  been  made.  Once  the  RTC  and  FDIC  conclude  their  work,  the 
Oversight  Board  will  review  it  carefully  and  take  appropriate  ac- 
tion. 

Q.6.  As  the  RTC  sunset  approaches  and  our  Nation's  costly  finan- 
cial rescue  operation  draws  to  an  end,  do  you  foresee  any  new  con- 
tingencies or  taxpayer  costs  as  the  RTC's  life  draws  to  an  end? 
What  about  any  other  future  systemic  financial  industry  problems 
which  may  entail  taxpayer  money? 

A.6.  The  RTC  and  FDIC  currently  are  reviewing  reserves  for  con- 
tingencies after  transfer  of  responsibility  to  the  FDIC.  Those  costs 
will  involve  disposition  of  remaining  RTC  assets,  resolution  of  legal 
matters  and  similar  ongoing  responsibilities  that  will  be  trans- 
ferred. Recommendations  for  contingency  reserves  will  be  submit- 
ted for  Oversight  Board  approval  at  its  September  meeting. 

The  Oversight  Board  has  not  been  involved  in  analysis  of  poten- 
tial systemic  problems  or  costs  related  to  the  country's  financial 
system. 
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RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  D'AMATO 
FROM  JOHN  E.  RYAN 

Q.l.  ETC  sold  a  significant  number  of  mortgage  loans,  both  resi- 
dential and  commercial,  through  securitization  deals.  In  doing  so, 
RTC  established  cash  reserves  to  provide  credit  enhancement. 
What  has  been  the  default  experience  on  the  underlying  loans  to 
date  and  how  does  this  compare  to  RTC's  expectations  at  the  time 
of  sale?  Does  the  RTC  have  any  plans  to  sell  its  interest  in  the  re- 
serve pools? 

A.1.  Since  1991,  the  RTC  has  sold  about  $41  billion  of  single-fam- 
ily and  commercial  mortgages  in  69  RTC-Mortgage  Backed  Securi- 
ties (MBS)  transactions.  In  doing  so,  cash  credit  reserve  funds  to- 
taling about  $7.5  billion  were  established,  of  which  $3.3  billion 
were  from  single-family  transactions  and  $4.1  billion  were  from 
commercial  transactions.  The  current  credit  reserve  balance  is 
about  $6.4  billion,  of  which  $3.0  billion  are  from  single-family 
transactions  and  $3.4  billion  are  from  commercial  transactions.  The 
default  experience  on  the  underlying  loans  to  date  has  been  in  line 
with  the  RTC's  expectations  at  the  time  of  sale.  However,  the  de- 
fault experience  has  been  worse  than  expected  for  those  trans- 
actions with  California  collateral  concentration  because  of  the 
State's  slow  economic  recovery  and  the  occurrence  of  several  major 
disasters  (particularly  in  Southern  California). 

There  are  several  reasons  why  the  RTC  does  not  have  any  cur- 
rent plans  to  sell  its  interest  in  the  reserve  pools:  (1)  recent  re- 
search has  shown  that  these  derivative  instruments  would  need  to 
be  priced  at  a  large  discount  to  the  face  amount;  (2)  some  RTC- 
MBS  transactions  are  approaching  potential  call  dates.  If  the  call 
can  be  successfully  executed  (the  price  received  on  the  remaining 
loans  in  the  transactions  is  enough  to  pay  off  outstanding  bonds 
and  expenses  of  the  call),  then  the  full  remaining  amount  of  the  re- 
serve fund  and  residual  would  be  returned  to  the  RTC.  Over  the 
next  5  years,  it  is  possible  that  about  half  of  the  currently  out- 
standing RTC-MBS  transactions  may  be  eligible  for  the  Trustee's 
call  process;  and  (3)  the  RTC  is  in  the  process  of  trying  to  get  cash 
released  from  some  respective  credit  reserves  where  the  current 
amount  exceeds  the  amount  needed  to  maintain  original  credit  rat- 
ings. 

RTC  also  sold  a  number  of  properties  through  limited  partner- 
ship arrangements  where  RTC  as  the  limited  partner  gives  up 
managerial  control  of  the  assets  to  a  private  sector  general  partner: 

Q.2.a.  What  is  the  nature  of  the  assets  generally  sold  through  this 
structure? 

A.2.a.  The  assets  sold  through  this  structure  are  generally  non- 
performing  commercial  mortgages  collateralized  by  commercial  real 
estate  and  land. 

More  specifically,  the  profile  of  the  collateral  underlying  these 
predominantly  non -performing  commercial  mortgages  is  as  follows: 
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Underlying  Asset  Type 


Land 

Fund 

Percent 


Transaction  Type 
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Land 
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TOTAL  
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100 


45 
10 

15 
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15 
100 


45 
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15 
10 
5 
15 
100 


60 

15 

5 

3 

2 

15 

100 


^MIF — multiple  investor  fund.  This  is  an  equity  partnership  formed  with  one  of 
the  two  MIF  sponsors  as  the  general  partner  and  tne  RTC  as  the  limited  partner. 
The  RTC's  equity  participation  is  25  to  50  percent.  The  general  partners  have 
control  of  the  day-to-day  operations  of  the  MIF  s  and  are  responsible  for  maximizing 
economic  returns  to  the  equity  holders. 

^N-Series  and  S-Series  are  equity  partnerships  where  the  RTC  maintains  an 
equity  interest  when  it  sells  non-performing  mortgages.  The  S  transactions  are 
smaller  in  size  and  quantity  of  assets  than  the  N  series.  Both  are  structured  the 
same  with  the  RTC  retaining  51  percent  equity  but  maintaining  a  strictly  passive 
role.  An  investor  group  holds  the  remaining  49  percent  and  manages  the  trust 
assets  on  a  day-to-day  basis. 

^The  land  in  the  Land  Fund  is  mostly  unimproved  and  improved  land  loans  (80 
percent)  and  some  REO  (20  percent) 

Q.2.b.  In  those  cases  where  raw  land  is  involved,  does  the  general 
partner  have  the  authority  to  incur  new  debt  to  develop  the  prop- 
erty? 

A.2.b.  Within  the  terms  of  the  Land  Fund  Partnership  Agreement, 
the  general  partner  may  incur  indebtedness  in  connection  with  the 
development  or  construction  of  property. 

However,  the  amount  of  indebtedness  is  limited.  The  limitations 
on  the  amount  of  indebtedness  range  from  20  percent  to  50  percent 
of  the  value  of  the  partnership  assets,  depending  on  the  amount  of 
the  RTC's  initial  investment  capital  which  the  RTC  has  received 
back  from  partners. 

Q.2.C.  Can  you  indicate  with  any  certainty  that  RTC's  liability  will 
be  limited  to  its  partnership  interest  in  any  cases  where  the  gen- 
eral partner's  actions  may  cause  the  partnership  to  default? 
A.2.C.  The  RTC  in  its  capacity  as  limited  partner  is  protected  from 
liability  in  accordance  with  the  laws  of  Delaware  since  all  the  Land 
Fund  partnerships  are  Delaware  limited  partnerships.  Delaware 
affords  broad  liability  protection  for  limited  partners. 

Regarding  the  degree  of  certainty  that  RTC's  liability  will  be  lim- 
ited to  its  partnership  interest,  as  a  general  matter,  unless  a  lim- 
ited partner  is  also  a  general  partner  (which  RTC  is  not),  or  ex- 
pressly assumes  the  liability  of  a  general  partner  by  contract,  a 
limited  partner  will  not  be  held  generally  liable  for  the  obligations 
of  a  limited  partnership. 

In  addition,  the  Partnership  Agreement  provides  protection  from 
liability  for  the  partnership  by  requiring  that  any  development  ac- 
tivity be  carried  out  through  a  sub-entity  owned  by  the  partner- 
ship. 
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Q.2.d.  What  needs  to  be  done  to  ensure  that  any  existing  monitor- 
ing arrangements  over  the  general  partners  be  transferred  to  the 
FDIC? 

A.2.d.  There  are  four  components  to  the  monitoring  arrangements 
over  the  general  partners:  private  sector  multi-asset  sales  trans- 
action (MAST)  servicers;  RTC  oversight  of  the  MAST  servicers; 
third  party  reviews  of  the  MAST  servicers;  and,  public  accounting 
firm  audits  of  the  partnerships. 

The  process  for  transferring  each  of  these  components  to  the 
FDIC  is  as  follows: 

(1)  MAST  Servicers:  Transfer  and  assignment  of  the  task  orders 
for  these  servicers  from  RTC  to  FDIC,  with  the  FDIC  assuming 
budget  responsibility  for  these  servicers,  effective  January  1,  1996; 

(2)  RTC  Oversight  of  MAST  Servicers:  Transfer  and  assignment 
of  the  RTC  career  employees,  acting  as  oversight  managers  of  these 
servicers,  from  RTC  to  FDIC,  effective  January  1,  1996; 

(3)  Third  Party  Reviews  of  MAST  Servicers:  This  function  can  be 
assumed  by  FDIC's  equivalent  units  of  RTC's  Office  of  Contractor 
Oversight  and  Surveillance  unit;  and 

(4)  Public  Accounting  Firm  Audits  of  the  Partnerships:  This  func- 
tion runs  with  the  Partnership  Agreement,  and  no  action  is  re- 
quired to  have  this  function  transferred  to  the  FDIC. 

As  mandated  under  the  RTC  Completion  Act,  the  RTC  affordable 
housing  program  is  in  the  process  of  merging  with  the  FDIC's  af- 
fordable housing  program.  However,  the  RTC  and  FDIC  programs 
have  different  funding  sources: 

Q.3^.  What  is  the  size  of  the  RTC  inventory  which  will  be  trans- 
ferred to  the  FDIC?  Will  the  transfer  from  RTC  be  limited  to  those 
RTC  units  currently  in  inventory  or  will  any  units  which  become 
available  through  foreclosure  on  RTC  nonperforming  loans  also  be 
made  available  under  the  RTC  program? 

A.3^.  The  RTC  will  transfer  approximately  808  single  family  and 
77  multifamily  properties  to  the  FDIC  on  October  1,  1995.  The 
transferred  properties  will  be  made  up  primarily  of  assets  in  the 
current  inventory. 

Q.S.b.  What  is  your  best  estimate  of  the  subsidy  provided  through 
RTC's  program  since  its  inception?  Please  provide  separate  esti- 
mates for  single-  and  multi-family  properties.  How  much  in  addi- 
tional funding  will  be  provided  for  operating  the  RTC  affordable 
housing  program  following  the  RTC/FDIC  merger? 
A.3.b.  The  RTC  estimates  that  the  subsidy  for  single  family  is  6.8 
percent  of  the  properties  appraised  value  resulting  in  $59  million 
in  foregone  revenues.  The  per  unit  subsidy  for  single  family  is 
$2,233.  With  regard  to  multifamily,  the  RTC  estimates  the  subsidy 
to  be  3.2  percent  of  the  properties  appraised  value  resulting  in 
$45.9  million  in  foregone  revenues.  The  per  unit  subsidy  for  multi- 
family  is  $616.  There  are  sufficient  reserve  funds  to  fund  the  sale 
of  RTC  assets  after  sunset. 

Q.3.C.  Please  provide  information  on  seller  financing  offered  under 
the  affordable  housing  program,  including  dollar  volume  of  loans, 
terms,  and  any  default  or  renegotiation  of  credit  terms.  Please  pro- 
vide separate  data  for  single-family  and  multifamily  properties. 
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A.3.C.  As  of  April  30,  1995,  the  following  information  is  available. 
Single  Family 

In  the  area  of  single  family,  the  RTC  has  provided  financing  for 
5,615  properties  with  a  total  loan  value  of  $166  million.  The  single 
family  terms  for  qualifying  household  are  as  follows: 

DOWNPAYMENT 

1.  If  the  household's  qualifying  annual  income  is  less  than  or 
equal  to  80  percent  of  area  median  income  where  the  property  is 
located,  the  downpayment  is: 

(a)  For  properties  with  a  sales  price  of  $50,000  or  less, 
3  percent;  and 

(b)  For  properties  with  a  sales  price  of  greater  than 
$50,000,  $750  plus  5  percent  of  the  amount  by  which  the 
sale  exceeds  $25,000. 

2.  If  the  household's  annual  income  is  above  80  percent  but  does 
not  exceed  115  percent  of  the  area  median  income  where  the  prop- 
erty is  located,  the  downpayment  is  5  percent  of  the  sales  price. 

Interest  Rate 

The  interest  rate  is  set  at  the  current  Fannie  Mae  30-year  fixed 
rate  interest  rate  (rate  is  adjusted  weekly). 

Available  Terms 

$5,000  or  less— 5  years;  $5,001  to  $10,000—10  years;  $10,001  to 
$15,000 — 15  years;  greater  than  $15,000—30  years  (amortized  over 
term  of  loan). 

The  terms  for  nonprofit  organizations  and  public  agencies  are  the 
same  with  respect  to  the  downpayment  as  qualifying  households 
with  annual  income  equal  or  less  than  80  percent  of  area  median 
income. 

Default  or  Renegotiation 

As  of  December  31,  1994,  the  RTC  owned  and  continued  to  serv- 
ice 4,603  single-family  affordable  housing  loans  with  an  outstand- 
ing principal  balance  of  $130.8  million.  As  of  this  date,  4.03  percent 
of  these  loans  were  60  or  more  days  delinquent  and  1.37  percent 
were  in  foreclosure. 

Multifamily 

As  of  April  30,  1995,  259  of  the  671  affordable  multifamily  prop- 
erties sold  to  date  have  been  financed  by  the  RTC  for  a  total  loan 
value  of  $323  million. 

Available  Terms 

Under  current  directives,  purchasers  must  be  public  agencies  or 
nonprofit  organizations.  The  RTC  currently  offers  three  loan  op- 
tions to  these  purchasers. 

1.  Permanent  Loans:  Term  of  15  years  with  market  interest  rate 
based  on  cuirent  Fannie  Mae  15-year  loan  with  30-year  amortiza- 
tion. Loan  amount  is  up  to  95  percent  of  sales  price  ("affordable 
market  value"). 
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2.  Second  Mortgage  Loans:  Interest  rate  is  the  market  rate,  the 
same  as  for  permanent  loans.  Term  may  not  exceed  third-party 
first  mortgage.  Amortization  is  the  same  as  first  mortgage  but  can- 
not exceed  30  years.  Second  mortgage  loans  must  meet  three  addi- 
tional conditions: 

(a)  Borrower's'  equity  must  total  at  least  5  percent  of 
total  project  cost; 

(b)  RTC  second  mortgage  may  not  exceed  35  percent  of 
total  project  cost;  and, 

(c)  First  and  second  mortgages  may  not  exceed  150  per- 
cent of  sales  price. 

3.  Bridge  Loans:  These  loans  are  only  available  to  public  agen- 
cies for  up  to  a  2-year  term.  The  interest  rate  is  the  same  as  for 
permanent  and  second  mortgage  loans.  Bridge  loans  are  convertible 
to  permanent  loans  and  may  be  assumed  by  qualified  nonprofit 
buyers. 

Default  or  Renegotiation 

Only  one  RTC  financed  loan  is  currently  more  than  60  days  in 
arrears.  This  loan  is  on  a  property  in  Los  Angeles.  It  will  be  re- 
turned to  compliance  in  accordance  with  a  carefully  developed 
workout  plan  with  no  loss  to  the  RTC  once  city-funded  rehabilita- 
tion is  completed. 

Q.4.  You've  testified  that  RTC's  asset  inventory  will  be  down  to  a 
range  of  $8  to  $10  billion  in  book  value  when  the  RTC  sunsets  on 
December  31,  1995.  What  do  you  anticipate  as  a  recovery  rate  on 
this  group  of  assets? 

A,4.  We  expect  the  recovery  rate  on  this  group  of  assets  to  be  50 
percent  of  book  value.  The  assets  remaining  are  mostly  hard-to-sell, 
assets  having  associated  litigation,  or  subsidiaries. 

Q.5.  A  June  7,  1995  article  in  the  American  Banker  (attached)  al- 
leges that  the  "RTC  is  Losing  Steam  in  Suits  Against  Execs."  The 
article  states  that  your  Agency  is  more  willing  today  to  settle  cases 
to  close-out  caseloads,  recent  unfavorable  court  rulings,  reduced  re- 
covery rates,  and  concerns  of  bank  directors.  How  do  you  respond 
to  these  allegations  that  RTC  may  be  quick  to  settle  lawsuits  prior 
to  sunset? 

A.5.  There  is  no  basis  for  arguing  that  the  RTC  is  quick  to  settle 
lawsuits  prior  to  sunset.  Since  the  RTC's  creation,  the  law  of  pro- 
fessional liability  has  changed,  in  certain  respects,  to  our  det- 
riment, so  there  may  well  be  individual  cases  that  we  are  more 
likely  to  settle  now  than  we  would  have  been  in  the  past.  However, 
the  RTC's  policy  has  been,  and  still  is,  to  be  prepared  for  trial  in 
every  lawsuit.  We  have  taken,  and  will  take,  cases  to  trial  where 
that  is  a  better  resolution  for  the  taxpayer  than  to  settle,  or  where 
the  defendant  is  simply  unwilling  to  settle. 

With  respect  to  the  article  which  appeared  in  the  American 
Banker,  it  is  at  best  misleading  and  in  many  respects  wrong  in  its 
characterizations  of  the  RTC's  efforts  to  hold  directors  and  officers 
accountable  for  their  actions.  The  RTC  welcomes  the  opportunity  to 
address  the  allegations  stated  in  the  article  and  to  clear  up  any 
misconceptions  it  may  have  created. 
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It  has  been,  and  continues  to  be,  the  pohcy  of  the  PTC  to  mar- 
shall  all  the  assets  of  a  thrift.  This  has  included  claims  against  di- 
rectors and  officers  for  wrongdoing,  whether  negligent  or  inten- 
tional, in  managing  their  thrift.  The  RTC  continues  to  come  under 
attack  from  parties  on  both  sides:  those  who  feel  such  civil  suits 
have  been  brought  too  aggressively;  and,  those  who  feel  that  such 
civil  suits  have  not  been  brought  aggressively  enough.  The  RTC 
continues  to  pursue  a  measured,  consistent  policy  geared  to  collect 
the  most  money  for  the  taxpayer  while  spending  the  least  money. 
While  the  RTC's  Professional  Liability  Section  (PLS)  has  aggres- 
sively pursued  efforts  to  settle  cases,  this  has  not  been  at  the  ex- 
pense of  obtaining  cost-effective  judgments  for  the  taxpayers. 

Over  the  past  several  years,  the  law  governing  professional  li- 
ability cases  has  changed.  In  some  ways,  it  still  favors  RTC  cases, 
but  at  the  same  time  tne  changes  in  law  can  impose  a  more  forgiv- 
ing standard  of  care  on  directors  and  officers,  or  allow  defenses  not 
available  several  years  ago.  In  addition,  standards  and  rules  often 
vary  dramatically  from  State  to  State.  It  would  be  irresponsible  for 
the  RTC  to  ignore  such  changes.  Some  defendants  or  potential  de- 
fendants may  find  that,  due  to  these  changes,  it  is  easier  for  them 
to  settle  with  the  RTC  than  it  was  before.  It  is,  however,  simply 
not  true  of  all  or  even  most  of  the  RTC's  cases. 

The  RTC's  approach  to  resolving  claims  through  settlement  is  the 
same  as  it  always  has  been.  At  all  times,  the  agency  has  insisted 
that  all  settlements  reflect  the  fair  value  of  a  case  under  the  cur- 
rent law  after  taking  into  account  all  other  relevant  factors,  includ- 
ing the  defendants'  ability  to  pay  a  judgment.  If  the  value  has 
changed  over  time,  then  tne  settlement  value  will  change  as  well. 

While  the  general  tenor  of  the  article  is  incorrect  in  its  assump- 
tions and  conclusions,  there  are  two  specific  charges  that  need  to 
be  directly  refuted.  The  first  is  the  notion  that  RTC  outside  counsel 
have  a  vested  interest  in  trying  a  case  because  they  are  paid  hourly 
fees,  and  that  they  will  not  settle  a  case  if  they  can  avoid  it.  Clear- 
ly, counsel  who  assist  the  RTC  in  its  efforts  to  settle  cases  success- 
fully and  cost  effectively  are  looked  on  with  favor  by  the  RTC  and 
the  FDIC,  and  are  more  likely  to  continue  to  be  assigned  work.  In 
fact,  the  RTC,  with  the  help  of  outside  counsel,  has  achieved  some 
notable  and  cost-effective  settlements  with  both  individual  defend- 
ants and  globally  with  large  institutional  defendants.  It  should  be 
noted,  however,  that  the  RTC  cannot  force  defendants  to  settle  if 
they,  whether  on  their  own  or  based  upon  the  counsel  of  their  at- 
torneys, are  unwilling  to  settle. 

The  second  incorrect  assertion  made  is  that  the  RTC  is  fearful 
of  going  to  trial.  It  has  always  been  the  policy  and  goal  of  the  RTC, 
as  plaintiff,  to  be  ready  to  proceed  to  trial  at  the  time  it  files  a  com- 
plaint. While  the  agency  may  not  have  always  been  able  to  achieve 
that  ideal,  there  have  been  and  continue  to  be  many  matters  sched- 
uled for  trial.  As  in  any  civil  litigation,  most  of  these  cases  will  set- 
tle. When  the  agency  goes  to  trial,  however,  results  show  that  the 
agency  does  very  well.  There  have  been  66  judgments  since  incep- 
tion. A  judgment  is  a  case  that  went  to  trial  and  was  ruled  on  by 
the  court,  as  opposed  to  being  settled  out  of  court.  Of  those  66 
cases,  only  31  progressed  far  enough  to  get  to  the  merits,  or  facts, 
of  the  case  rather  than  being  ruled  on  based  on  the  statute  of  limi- 
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tations  of  other  technical  issues.  Of  those  31  cases  in  which  the 
substance  of  the  case  was  reached,  the  RTC  prevailed  in  21  cases. 
Therefore,  the  RTC  won  almost  68  percent  of  cases  that  went  to 
trial  on  the  merits  of  the  case.  In  judgments  against  directors  and 
officers,  the  RTC  won  14  out  of  15  cases  which  were  ruled  on  its 
merits. 

The  RTC  continues  its  efforts  to  collect  the  maximum  amount  for 
the  taxpayer  consistent  with  the  law.  That  has  been  the  policy  and 
will  continue  to  be  the  policy  through  sunset,  when  the  cases  will 
be  supervised  by  the  FDIC.  However,  it  is  a  constant  challenge  for 
the  RTC  to  strike  a  balance  between  preparedness  to  settle  or  liti- 
gate cases  where  serious  wrongdoing  is  alleged  against  former  di- 
rectors and  officers  while  at  the  same  time  reducing  the  RTC's 
docket  by  resolving  institutions  and  claims  prior  to  sunset  as  di- 
rected by  Congress. 
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i>0CKET/7ry.HrtiHV.» 

RTC  Is  Losing  Steam 
IrijSuits  Against  Execs 

A  I  lone  liH  ihere'j  some  good  nev»«  for  direcioo  and  officcn 
of  failed  IlirifU  who  liave  come  iiilo  llie  banking  agcnciej' 
legal  ipoilichl. 

Lawyers  active  in  (hcsc  negligence  suiu  say  Ihe  Resolution 
Tru^C  Corp.  ii  bending  over  baclcwards  lo  resolve  ouuianding 
claim.1. 

"It  ii  eMier  today  lo  settle  a  ca^e  at  RTC  than  ever."  said 
Ronald  Glaiicz.  a  partner  at  Vcnahle.  B.icljcr.  1  lownrd  &  Gvilet- 
li. 

Mr.  Clancz  said  sevenl  factor^i  are  converging  lo  make  settle- 
ments ea.sier  to  reach. 

Ftrsu  the  RTC  may  close  down  at  the  end  of  the  year,  so  the 
agency's  lawyers  waul  lo  clear  out  their  ca.«loads.  There's  noth- 
ing in  it  for  them  anymore,"  Mr.  Glancz  said. 

Second,  ihe  courts  have  staned  ruling  agaiasi  Ihe  atencie.t. 
Recent  decisions  have  struck  down  attempts  to  apply  an  exsier- 
lo-prove  form  of  negligence,  and  Ihe  couns  are  stalling  lo  rem  in 
some  of  Ihe  agency  s  inve-siigaiory  practices. 

Third,  the  cases  are  costing 


The  agency  Is 
winding  down  and 

wants  to  clear 
out  Its  caseloads. 


■he  agencies  more  lo  liligaie 
than  they  can  collect.  The 
American  A.ssociation  of  Bank 
Directors  estimaied  in  a  Match 
report  that  the  RTC  is  recover- 
ing between  86  ccn-j  and  45 
cents  per  dollar  .-pent.  fThe  re- 
port does  note  ihai  RTC  ofli- 
cials  deny  the  Ios.ses  and  claim 
ihey  e.Tpect  lo  recoup  Iheir  inve.stnicnl  shortly.) 

And  finally,  Ihe  other  agetieiej  are  concerned  Ihat  lhe.se  suits 
are  scanng  community  leaders. 

"They  look  bad."  Mr.  Glancz  said.  "The  FDIC  is  concerned 
what  ihese  suiU  are  doing  for  people  who  are  serving  on  bank 
boards." 

Before  an  officer  or  director  can  settle,  however,  he  needs  lo 
get  his  ca.se  lo  ihe  attention  of  ilie  agency's  Washingion- 
bised  lawyers.  The  lawyers  in  Ihe  field  are  not  govemmcnl  em- 
ployees. Rather.  Ihe  RTC  and  llic  agencies  pay  ihem  by  the  hour. 

"You  want  to  get  it  away  from  the  fee  counsel  because  ihey 
want  lo  extend  it  lo  generate  more  fees."  Mr.  Glanci  said. 

Still,  gelling  the  case  lo  Washington  isn't  always  enough  lo  se- 
cure a  reasonable  settlement,  ihe  lawyers  said  Dirretors  and  of- 
ficers can  setnjre  much  lower  resolutions  if  they  can  scare  the  reg- 
ulators, several  lawyen  at  ihe  conference  agreed. 


"It  Is  easier  today  to 

settle  a  case  at  RTC 

than  ever." 

Ronald  Glancz 
Vfnahlr.  daeijcr.  Hi-warH  <fi  C\^Uth 


"Setlleincnu  are  the  product  of  fear  on  both  sides."  said  Alan 
E.  PopkJii.  a  partner  at  Husch  Sc.  Eppenberger,  "So  yon  need  to 
undentand  your  enemy  and  what  makes  them  fearful." 

He  said  RTC  lawyen  are  scared  of  only  two  things  —  iiTime- 
diaie  trials  and  Ihe  disclosure  of  embarrassing  matenals. 

Litigants  need  lo  feed  off  Ihese  two  fean.  he  said,  by  pushing 
for  speedy  trials  despite  pleas  from  RTC  lawyers  ihal  they  are  not 
^__^_^^___^^^^^^^     prepared  And  Ihey  must  con- 
duct   prctnal    questioning    of 
agency  eniployres  lo  look  for 
screw-ups. 

"You  can  hurt  Ihem  by 
showing  that  some  of  Ihe  ihines 
Ihey  ve  done  are  absolutely 
outrageous."  he  said. 

Mr.  Popkin  said  he  forred  a 
^^~~~~~~^~'^~'~'^^^~~  substantially  lower  settlement 
.ificr  subjecting  an  RTC  invesligaior  to  10  days  of  quesiiotiing. 

"Tlie  best  wny  lo  settle  is  lo  beat  ihem  up  first."  Mr.  Glancz 
agrred.  "You've  got  lo  win  a  few  battles." 

Howard  Cayne,  a  partner  at  Arnold  &  Porter  warned  defen- 
dsnu  that  Ihey  mast  iiKlude  "b.v "  orders  in  their  settlements, 
lliis  legal  doctrine  effectively  prevents  other  ageiKiea  or  defen- 
danLs  Irom  dragging  you  into  iheir  cite. 

And.  lie  said,  anyone  .settling  should  make  sure  the  Office  of 
Tlinfi  Supervision,  which  has  an  cttra  three  years  to  pursue  di- 
rectors aiHj  officers,  isn  I  planning  any  suits  of  its  own. 

Mr.  Glancz  said  officers  and  direaors  shouldn  I  worry  if  their 
case  isn'l  resolved  before  llie  RTC  shuts  down. 

"If  it  goes  to  Ihe  FDIC  iheir  staff  is  underworked."  he  said 
"So  they  can  spend  Itine  on  your  case," 

tn  fact.  Mr.  Glancz  said  ihe  FDIC  has  shown  a  particular  soft- 
ness for  outside  directors. 

Despite  ihe  good  news,  any  settlement  has  its  costs.  The  three 
lawyers  said  a  case  iliai  settles  before  irial  can  cost  several  hun- 
dred ;hoti.sand  dollars  in  legal  fees.  Complex  "cradle  to  grave" 
cases  llin*  'Sciualiy  go  to  a  jury  can  nn;  up  labs  of  S2  million  or 
more.    '  ~    "" 
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RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  SARBANES 
FROM  JOHN  E.  RYAN 

Q.l.  The  GAO  has  reported  that  the  RTC's  information  systems 
contain  inaccurate  and  incomplete  data.  The  quahty  of  the  RTC's 
data  will  affect  the  FDIC  when  it  assumes  responsioility  for  those 
assets  that  remain  to  be  sold  after  sunset.  Given  the  fact  that  the 
RTC  may  have  fewer  resources  to  ensure  that  data  errors  are  cor- 
rected, what  is  the  RTC  doing  to  improve  the  quality  of  data  in  its 
systems? 

A.1.  The  RTC  Data  Quality  Program  was  established  by  directive, 
Circular  1320.1,  dated  November  8,  1993.  The  Program  developed 
a  standard  RTC  framework  to  review,  assess,  and  report  on  the 
quality  of  data  in  the  RTC's  automated  information  systems.  The 
Program  also  provided  a  framework  to  develop  and  implement  ini- 
tiatives to  improve  the  quality  of  data,  where  needed,  to  meet  busi- 
ness goals  and  complete  the  RTC's  mission. 

The  RTC's  national  automated  information  systems  were  des- 
ignated by  the  directive  as  either  primary  or  secondary.  RTC  pri- 
mary systems  are  those  that  are  the  most  critical  to  the  successful 
completion  of  the  RTC's  mission.  During  1994,  data  quality  action 
plans  were  developed  for  all  primary  and  secondary  systems.  The 
Department  of  Information  Resources  Management  (DIRM)  over- 
sight of  the  RTC  Data  Quality  Program  and  action  plan  implemen- 
tation has  concentrated  on  the  17  primary  national  systems. 

Each  primary  system's  action  plan  outlined  the  business  area's 
approach  to  assessing  data  quality  and,  as  needed,  improving  data 
quality  for  the  system.  The  action  plan  defined  the  data  quality 
standards,  goals,  and  measurement  processes  that  guided  the  busi- 
ness area's  data  quality  initiatives.  To  ensure  that  initiatives  would 
provide  the  greatest  cost  benefit  to  the  Corporation,  business  areas 
focused  on  data  that  were  both  critical  to  completing  the  RTC's 
mission  and  were  perceived  as  having  data  quality  problems.  In 
early  1995,  business  areas  reassessed  their  initiatives  to  ensure 
that  they  continue  to  meet  cost-benefit  requirements  and  clearly 
concentrate  on  the  data  most  critical  to  completion  of  the  RTC's 
mission.  In  its  March,  1995  report,  GAO  concurred  that  "by  con- 
centrating on  the  most  critical  data  elements  that  are  important  to 
managing  and  selling  assets,  RTC  should  make  the  best  use  of  its 
efforts." 

Based  on  RTC  fourth  quarter,  1994,  data  quality  reports,  the 
March,  1995,  GAO  report  stated  that  RTC  officials  anticipated  dif- 
ficulties in  further  improving  data  quality  due  to  diminishing  re- 
sources. However,  the  first  quarter,  1995,  data  quality  reports  indi- 
cate significant  data  quality  improvements  for  all  primary  systems. 
Since  implementing  tne  action  plans,  all  17  primary  systems  have 
reported  progress  in  completing  initiatives  and  in  meeting  or  ex- 
ceeding data  quality  goals.  To  date,  nine  systems  have  achieved  all 
of  their  initial  data  quality  goals  and  are  currently  focusing  on 
maintaining  high  levels  of  data  quality.  The  program  managers  for 
the  remaining  eight  systems  have  consistently  reported  progress  in 
improving  their  systems'  data  quality  and  have  achieved  the  major- 
ity of  their  initial  data  quality  goals.  For  the  duration  of  the  RTC's 
operations,  pr6gram  managers  will  continue  implementing  initia- 
tives in  order  to  achieve  data  quality  goals,  maintain  high  quality 
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data,  and  support  the  management  and  expeditious  sale  of  the  re- 
maining RTC  assets. 

In  addition,  a  joint  RTC/FDIC  analysis  of  the  best  business  prac- 
tices of  both  organizations  recommended  that  the  RTC's  Data  Qual- 
ity Program  become  the  foundation  of  the  FDIC's  Data  Quality  Pro- 
gram. This  recommendation  has  been  adopted.  The  FDIC  will  con- 
tinue many  of  the  existing  RTC  Data  Quality  Program  practices 
and  will  provide  oversight  and  support  of  RTC  systems  and  pro- 
gram managers  during  and  after  transition  to  the  FDIC. 

RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  D'AMATO 
FROM  RICKI  TIGERT  HELPER 

Q.l.  What  is  your  best  estimate  of  the  contingency  funds  which 
FDIC  will  request  to  cover  RTC  assets?  How  does  this  amount 
break  down  into  funds  available  to  cover  losses  on  asset  sales  due 
to  weaker  economic  conditions  vs.  litigation  expenses  or  other  ex- 
penses such  as  environmental  clean-up  costs? 

A.1.  The  Federal  Deposit  Insurance  Corporation  is  working  closely 
with  the  Resolution  Trust  Corporation  as  it  reviews  and  adjusts  the 
reserves  it  has  established  to  cover  anticipated  future  losses  on 
RTC  asset  sales.  The  existing  reserves  already  include  funds  to 
cover  projected  litigation  costs,  as  well  as  anticipated  costs  associ- 
ated with  environmentally  impacted  properties.  We  are  evaluating 
the  need  to  set  aside  additional  reserves  on  a  contingent  basis  for 
potential  adverse  conditions,  such  as  changes  in  economic  condi- 
tions, changes  in  current  or  potential  litigation,  and  other  factors 
beyond  the  control  of  the  RTC  and  the  FDIC.  The  FDIC  and  the 
RTC  expect  to  make  a  joint  recommendation  in  September  to  the 
Thrift  Depositor  Oversight  Protection  Board  as  to  whether  addi- 
tional funds  should  be  set  aside  for  this  purpose.  We  intend  to  ad- 
vise the  Committee  of  the  recommendation  as  soon  as  the  Board 
receives  it. 

Q.2.  As  the  RTC  operations  are  transferred  over  to  the  FDIC  by 
year-end,  a  number  of  likely  redundancies  will  exist.  How  does  the 
FDIC  plan  to  address  the  large  influx  of  personnel  and  operating 
systems  during  a  recognized  financial  industry  period  of  health  and 
historically  profitable  operations? 

A.2.  The  FDIC/RTC  Transition  Task  Force  has  already  made  con- 
siderable progress  in  dealing  with  any  redundancies  or  duplication 
that  may  exist  in  operating  systems.  As  part  of  the  transition  plan- 
ning, the  Task  Force  has  undertaken  extensive  reviews  of  RTC  and 
FDIC  automated  systems  and  other  operational  differences  and  has 
made  numerous  recommendations  to  resolve  such  differences  by 
preserving  the  best  systems  and  practices  of  each  corporation. 
These  recommendations  were  detailed  by  the  Task  Force  in  its  Re- 
port to  Congress  dated  June  30,  1995.  In  accordance  with  require- 
ments of  the  RTC  Completion  Act,  the  FDIC  will  report  to  Con- 
gress by  January  1,  1996,  on  the  disposition  of  each  of  these  rec- 
ommendations. 

With  respect  to  the  return  of  RTC  employees  to  the  FDIC  as  the 
RTC's  activities  are  phased  out,  we  expect  that  many  of  the  RTC 
employees  who  are  transferred  to  the  FDIC  will  be  occupied  for 
some  time  after  sunset  with  residual  RTC  work  that  will  be  trans- 


125 

ferred  with  them.  A  number  of  examples  of  such  work  were  high- 
lighted in  my  testimony.  Because  of  the  largely  temporary  nature 
of  the  RTC  workforce,  however,  it  is  important  to  recognize  that 
the  FDIC  will  not  be  required  to  absorb  most  current  RTC  employ- 
ees. 

By  statute,  about  1,300  permanent  employees,  25  percent  of  the 
RTC's  current  workforce,  have  long-term  employment  rights  with 
the  FDTC.  In  addition,  a  limited  number  of  RTC  temporary  em- 
ployees will  be  transferred  to  assist  in  completing  RTC  work,  but 
these  employees  will  be  released  during  1996  as  the  residual  RTC 
workload  declines  and  their  temporary  appointments  expire. 

We  are  currently  reviewing  projected  FDIC  and  RTC  workloads 
in  conjunction  with  our  strategic  planning  process  to  determine  ap- 
propriate staffing  levels  in  each  functional  area.  To  the  extent  that 
staffing  imbalances  are  identified,  either  as  a  result  of  the  return 
of  RTC  employees  or  a  continuing  decline  in  FDIC  workload,  we 
will  take  appropriate  action.  We  expect  to  be  able  to  deal  with  this 
problem  primarily  by  releasing  temporary  employees  as  their  ap- 
pointments expire.  More  than  30  percent  of  the  FDIC's  current  em- 
ployees hold  temporary  appointments,  if  necessary,  however,  we 
will  also  reassign  permanent  employees  to  other  offices  or  func- 
tional areas,  based  upon  staffing  needs  and  the  qualifications  and 
experience  of  the  affected  individuals. 

In  addition,  another  approach  for  dealing  with  staffing  imbal- 
ances is  the  use  of  an  employee  buyout  program.  The  FDIC  insti- 
tuted a  buyout  program  in  July  1994  that  was  similar  to  the  ones 
used  in  other  Federal  agencies.  The  FDIC's  buyout  program  in- 
cludes a  separate  buyout  option  targeted  specifically  to  permanent 
employees  subject  to  relocation  where  the  cost  of  relocation  would 
more  than  offset  the  cost  of  a  buyout.  We  are  currently  considering 
whether  to  extend  the  FDIC's  buyout  program  either  in  its  present 
form  or  in  some  modified  form  to  achieve  a  higher  acceptance  rate. 

Q.3.  The  RTC  has  relied  heavily  on  contracting  services  while  the 
FDIC  has  largely  emphasized  internal  staff  to  handle  its  legal 
needs.  Which  approach  do  you  believe  has  been  most  effective? 
A.3.  Both  the  FDIC  and  the  RTC  have  experienced  highly  variable 
legal  workloads  in  recent  years  and  have  employed  approaches  in- 
volving a  combination  of  in-house  legal  staff  and  outside  counsel. 
This  has  been  and  will  continue  to  be  the  most  effective  and  prac- 
ticable approach  to  meeting  the  FDIC's  legal  needs.  Although  we 
generally  have  found  it  more  cost  effective  to  perform  legal  work 
with  trained,  experienced,  in-house  legal  staff,  we  expect  that,  for 
the  foreseeable  future,  we  will  have  a  continuing  need  for  outside 
counsel  as  a  supplemental  resource,  albeit  in  diminishing  numbers. 
We  have  taken  steps  in  recent  years,  as  the  FDIC's  legal  work- 
load has  become  more  manageable,  to  assure  that  the  use  of  out- 
side counsel  is  subject  to  appropriate  management  controls  and 
oversight.  Under  FDIC  policy,  outside  counsel  may  be  used  only 
where  ".  .  .  the  Legal  Division  does  not  have  sufficient  resources 
or  particular  expertise."  FDIC  policy  further  provides  that  "[a]ny 
matter  which  may  be  handled  more  economically  and  effectively  by 
FDIC  staff  attorneys  should  not  be  referred  to  outside  counsel." 
Moreover,  certain  types  of  legal  matters  are  handled  almost  exclu- 
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sively  in-house,  including  employment  and  labor  law,  the  develop- 
ment and  interpretation  of  regulations  and  legislation,  enforcement 
actions  and  other  open  bank  advice  and  assistance,  and  the  FDIC's 
own  corporate  advice  and  litigation. 

As  a  result,  the  direct  costs  incurred  by  the  FDIC  for  outside 
counsel  have  declined  substantially  in  recent  years,  from  a  peak  of 
almost  $250  million  in  1990  to  an  estimated  $60  million  in  1995. 
Based  upon  anticipated  legal  workload,  the  FDIC  expects  that  its 
use  of  outside  counsel  will  continue  to  decline  rapidly  in  future 
months,  both  in  terms  of  absolute  expenditures  and  in  proportion 
to  its  total  legal  effort.  Nonetheless,  we  will  continue  to  require  the 
support  of  outside  counsel  in  some  situations  in  strict  conformance 
with  the  guidelines  described  above.  Approximately  40  percent  of 
the  legal  staff  holds  some  form  of  time-limited  appointment  ending 
at  or  prior  to  year-end  1996.  As  the  FDIC  seeks  to  determine  its 
future  staffmg  resources  for  legal  operations,  we  will  continue  to 
address  our  legal  needs  by  balancing  cost  and  efficiency. 

Q.4.  What  is  the  composition  (type  and  book  value)  of  the  FDIC's 
asset  inventory  in  the  Bank  Insurance  Fund  and  the  FSLIC  Reso- 
lution Fund,  respectively,  including  receivership  assets  and  cor- 
porate assets?  Please  indicate  (1)  the  types  of  delinquent  loans,  and 
(2)  the  particular  types  of  assets  included  in  the  "other  assets"  cat- 
egory. How  do  these  assets  compare  to  those  that  the  FDIC  will  be 
receiving  from  the  RTC  on  December  31,  1995? 
A.4.  As  of  May  31,  1995,  the  asset  inventories  of  the  Bank  insur- 
ance Fund  and  the  FSLIC  Resolution  Fund  were  composed  of  the 
following,  including  both  corporate  and  receivership  assets: 


Book  Value 
($  in  Millions) 


Bank  Insurance  Fund. 

Commercial  Loans  

Mortgage  Loans  

Other  Loans  ^  

Owned  Real  Estate  

Equity  in  Subsidiaries 
Other  Assets^  


TOTAL  

FSLIC  Resolution  Fund. 

Commercial   

Mortgage  Loans  

Other  Loans  ^  

Owned  Real  Estate  

Equity  in  Subsidiaries 
Other  Assets^  


TOTAL 


$  3,610 

4,841 

81 

733 

167 

3,210 

$12,642 

$        78 

606 

5 

144 

23 

738 

$   1,592 


Notes:  Totals  may  not  add  exactly  due  to  rounding. 
'  Includes  installment,  student,  and  international  loans. 

^Includes  securities,  owned  assets  other  than  real  estate,  judgments,  deficiencies, 
and  other  assets. 

Approximately  92  percent  of  the  commercial  loans,  66  percent  of 
the  mortgage  loans,  and  86  percent  of  the  other  loans  held  by  the 
FDIC  are  delinquent,  i.e.,  nonperforming. 
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Although  the  RTC's  figures  are  subject  to  change  as  the  market- 
ing of  RTC  assets  continues  through  year-end,  the  RTC  currently 
projects  that  its  asset  inventory  as  of  December  31,  1995  will  be 
as  follows: 


Book  Value 
($  in  Millions) 


Cash  and  Securities  ^  

Mortgage  Loans  

Other  Loans^  

Real  Estate  Owned 

Subsidiary  Equity  and  Loans 
Other  Assets^  

TOTAL  


$1,318 

1,541 

844 

719 

1,836 

1,119 

$7,376 


Notes:  Totals  may  not  add  exactly  due  to  rounding. 

^Does  not  include  securities  with  a  total  book  value  of  approximately  $1.5  billion 
which  are  not  currently  subject  to  liquidation,  because  they  are  pledged  to  industrial 
revenue  bonds,  involved  in  litigation,  or  otherwise  encumbered. 

^Includes  commercial  loans. 

^  Includes  judgments  and  deficiencies,  equity  partnerships,  and  other  assets. 

The  RTC  estimates  that  as  of  December  31,  1995  approximately 
29  percent  of  the  mortgage  loans  and  25-35  percent  of  the  other 
loans  in  its  inventory  will  be  delinquent,  i.e.,  nonperforming. 

Q.5.  In  formulating  the  FDIC's  future  asset  disposition  strategies, 
how  will  the  FDIC  incorporate  the  RTC's  experience  with  nation- 
wide auctions  and  use  of  local  auctioneers  when  selling  smaller 
local  assets? 

A.5.  The  RTC  has  been  successful  in  combining  performing  and 
non-performing  loans  from  its  various  field  offices  and  selling  them 
in  homogeneous  packages  at  national  open-outcry  auctions  two  or 
three  times  per  year.  In  carrying  out  its  statutory  responsibility  to 
review  significant  operational  differences  between  the  FDIC  and 
the  RTC,  the  FDIC/RTC  Transition  Task  Force  undertook  a  formal 
"best  practices"  review  of  the  RTC's  use  of  such  loan  auctions  to  de- 
termine whether  this  technique  should  be  recommended  for  use  by 
the  FDIC. 

The  Task  Force  concluded  that  national  loan  auctions  are  an  ef- 
fective means  for  selling  large  numbers  of  hard-to-sell  assets  in  a 
single  event,  but  they  are  not  an  efficient  means  of  disposition 
when  there  is  not  a  large  volume  of  loans  available  for  sale.  To  be 
cost-effective,  such  auctions  require  a  large  dollar  volume  of  loans 
to  be  sold  in  order  to  maintain  economies  of  scale  and  the  nec- 
essary level  of  investor  participation.  The  Task  Force  recommended 
that  the  FDIC  adopt  the  use  of  open-outcry  auctions  as  one  asset 
disposition  option,  but  that  the  approach  be  employed  only  when 
there  is  a  significant  volume  of  small  assets  available  for  sale. 

We  are  currently  evaluating  this  recommendation.  The  FDIC  is 
required  to  report  to  Congress  by  January  1,  1996  the  disposition 
of  each  of  the  Task  Force  recommendations. 

With  respect  to  local  auctions,  the  FDIC  has  always  utilized  such 
auctions  as  one  of  its  primary  disposition  strategies  for  selling 
owned  real  estate.  Such  auctions  will  continue  to  be  used  in  appro- 
priate circumstances. 
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RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  SARBANES 
FROM  RICKI  TIGERT  HELFER 

When  the  FDIC  takes  over  the  RTC's  responsibihties  at  the  end 
of  1995,  it  is  estimated  that  about  $8  bilhon  to  $10  bilhon  in  assets 
will  remain  to  be  sold.  A  large  portion  of  those  assets  will  be  prop- 
erties with  serious  environmental  problems  that  make  them  dif- 
ficult to  sell.  The  balance  of  the  inventory  will  be  hard-to-sell  as- 
sets that  will  take  a  good  deal  of  FDIC  time  and  effort  to  liquidate: 

Q.l^.  What  is  the  cost  to  the  Government  in  holding  these  assets? 
A.1^.  The  RTC  currently  projects  that  it  will  have  assets  with  a 
total  book  value  of  $8-$  10  billion  remaining  to  be  liquidated  on  De- 
cember 31,  1995,  the  RTC  sunset  date.  Much  of  this  inventory  will 
be  composed  of  hard-to-sell  assets,  such  as  high  yield  and  subordi- 
nated securities,  securities  pledged  to  various  debt  instruments, 
nonperforming  mortgages  and  other  loans,  real  estate  with  environ- 
mental complications,  and  interests  in  subsidiaries  and  joint  ven- 
tures. Real  estate  remaining  in  the  RTC  inventory  at  sunset  will 
have  a  projected  book  value  of  approximately  $700  million.  This  fig- 
ure includes  about  250  properties  with  a  variety  of  environmental 
complications  that  will  have  a  projected  book  value  of  less  than 
$300  million. 

We  further  estimate  that  the  FDIC  will  incur  total  operating  ex- 
penses of  approximately  $1  billion  after  sunset  in  connection  with 
all  remaining  assets  and  other  matters  relating  to  the  close-out  of 
the  RTC.  This  figure  includes  both  direct  expenses,  such  as  sales 
commissions  and  loan  servicing  costs,  and  indirect  expenses,  such 
as  legal  and  accounting  support  and  overhead.  In  addition,  there 
also  will  be  interest  expense  for  the  Federal  Financing  Bank  (FFB) 
borrowing  used  to  finance  these  assets.  The  FFB  interest  rate  is 
about  .125  percent  higher  than  3-month  Treasury  bills,  and  it 
floats  on  a  quarterly  basis.  At  current  rates,  the  cost  of  carrying 
all  RTC  assets  for  one  full  year  would  be  $200-$250  million. 

Q.l.b.  What  are  the  methods  that  the  FDIC  intends  to  use  to  dis- 
pose of  these  assets? 

A.l.b.  The  liquidation  of  the  remaining  RTC  assets  will  be  accom- 
plished through  a  combination  of  disposition  methods,  including 
both  national  and  local  sales  initiatives.  National  sales  initiatives 
are  likely  to  be  used  for  many  of  the  performing  1—4  family  and 
other  mortgage  loans.  Most  other  assets  will  be  marketed  locally  by 
the  FDIC's  regional  service  centers  through  local  auctions,  sealed 
bids,  and  listings  with  real  estate  brokers,  as  appropriate.  Assets 
that  are  not  marketable  will  be  handled  individually  through 
restructurings,  workouts,  or  settlements. 

Q.l.c.  When  is  it  expected  that  these  assets  will  be  able  to  be 
taken  off  the  books  of  the  Government? 

A.I.C.  We  expect  to  dispose  of  most  remaining  RTC  assets  during 
the  18-month  period  immediately  after  sunset,  between  January 
1996  and  June  1997.  However,  some  of  the  RTC's  remaining  assets 
are  not  liquid,  are  extremely  difficult  to  sell,  or  will  yield  a  higher 
return  if  held  to  maturity.  These  assets  are  not  expected  to  be  fully 
resolved  until  the  end  of  1999. 
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Q.l.d.  What  return  is  the  FDIC  expecting  to  receive  on  these  as- 
sets? 

A.l.d.  Based  upon  the  RTC's  audited  1994  financial  statements 
and  its  projection  of  which  assets  will  remain  at  sunset,  we  esti- 
mate that  the  FDIC  will  net  approximately  $4  billion  from  the  sale 
or  other  disposition  of  the  assets  received  from  the  RTC  at  sunset. 

Q.l.e.  What  is  the  FDIC's  current  inventory  of  assets  that  remain 
to  be  sold  (i.e.  assets  that  the  FDIC  is  currently  holding  prior  to 
its  assuming  control  of  the  RTC's  responsibilities  at  the  end  of 
1995)? 

A.l.e.  As  of  May  31,  1995,  the  FDIC  had  assets  with  a  total  book 
value  of  approximately  $14.2  billion  to  be  liquidated.  This  inven- 
tory of  assets  was  comprised  of  the  following,  including  both  cor- 
porate and  receivership  assets: 


Book  Value 
($  in  Millions) 


Bank  Insurance  Fund. 

Commercial  Loans  

Mortgage  Loans  

Other  Loans  ^   

Owned  Real  Estate  

Equity  in  Subsidiaries 
Other  Assets^  


TOTAL  

Savings  Association  Insurance  Fund. 

Commercial  Loans  

Mortgage  Loans  

Other  Loans  ^   

Owned  Real  Estate  

Equity  in  Subsidiaries  

Other  Assets^  


TOTAL  

FSLIC  Resolution  Fund. 

Commercial  Loans  

Mortgage  Loans  

Other  Loans  ^  

Owned  Real  Estate  

Equity  in  Subsidiaries 
Other  Assets^   


TOTAL  

GRAND  TOTAL 


$  3,610 

4,841 

81 

733 

167 

3,210 

$12,642 

$  0 

9 
0 
2 
0 
0 

$        11 


$        78 

606 

5 

144 

23 

738 

$   1,592 

$14^46 


Notes:  Totals  may  not  add  exactly  due  to  rounding. 
^  Includes  installment,  student,  and  international  loans. 

^Includes  securities,  owned  assets  other  than  real  estate,  judgments,  deficiencies, 
and  other  assets. 

Q.2.  The  RTC's  work  has  contributed  to  our  national  goals  for  af- 
fordable housing  by  selling  more  than  102,000  units  under  the  RTC 
Affordable  Housing  Disposition  Program.  On  April  17,  1994,  the 
FDIC  and  the  RTC  were  to  have  agreed  to  a  plan  to  unify  their 
affordable  housing  programs  so  that  the  RTC's  programs  can  be 
transferred  to  the  FDIC  on  October  1,  1995.  The  unified  plan  was 
to  have  been  implemented  by  August  17,  1994.  How  does  the  FDIC 
plan  to  implement  the  Affordable  Housing  Disposition  Program? 
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A-2.  The  Affordable  Housing  Unification  Plan  to  which  the  ques- 
tion refers  has  laid  the  groundwork  for  the  planned  merger  of  the 
RTC  and  the  FDIC  Affordable  Housing  Disposition  Programs, 
which  will  be  completed  by  October  1,  1995  as  required  by  the  RTC 
Completion  Act.  Pursuant  to  the  unification  plan,  the  FDIC  has  al- 
ready generally  adopted  the  RTC's  practices  for  its  1995  Affordable 
Housing  Program  sales.  FDIC  policies  on  the  sale  of  single-family 
properties  have  been  modified  to  conform  to  current  RTC  practices, 
where  practicable  and  cost-effective,  and  FDTC  multifamily  sales 
are  being  conducted  in  partnership  with  the  RTC. 

Afler  the  two  programs  are  merged,  current  RTC  practices  will 
continue  to  be  used  for  the  remaining  RTC  inventory,  assuming 
that  the  current  legislative  and  funding  environment  remains  rel- 
atively the  same  and  that  such  practices  continue  to  be  cost-effec- 
tive. Funding  for  the  RTC  program  will  come  from  funds  already 
allocated  to  the  RTC. 

Continuation  of  the  FDIC's  Affordable  Housing  Program  will  be 
dependent  upon  fiinding.  A  rescission  of  most  of  the  FDIC's  1995 
appropriation  for  affordable  housing  is  pending,  and  it  appears 
likely  that  no  funds  will  be  appropriated  for  this  purpose  in  1996. 
In  addition,  beginning  in  October  1995,  sales  of  FDIC  properties 
will  no  longer  be  subject  to  the  affordable  housing  requirements  of 
the  FDIC  improvement  Act.  We  have  initiated  a  review  to  deter- 
mine how  best,  in  the  absence  of  appropriated  funds,  to  satisfy  our 
statutory  responsibility  to  maximize  affordable  housing  consistent 
with  our  other  statutory  duties,  including  our  obligation  to  maxi- 
mize return  on  the  sale  of  assets. 

RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  D'AMATO 
FROM  JONATHAN  L.  FIECHTER 

Q.l.  Litigation  expenses  and  cases  associated  with  the  thrift  crisis 
will  likely  continue  for  sometime.  In  particular,  there  are  a  number 
of  large  goodwill  litigation  cases.  What  would  you  estimate  as  the 
Federal  Government's  potential  exposure  for  litigation  on  these 
goodwill  cases? 

A.1.  In  the  late  1970's  and  early  1980's,  high-interest  rates  and 
record  inflation  precipitated  a  liquidity  crisis  in  the  thrift  industry 
and  most  thrifts  experienced  large  operating  losses.  The  Govern- 
ment responded  to  this  problem  by  reducing  minimum  capital  re- 
quirements and  taking  other  actions  that  served  to  artificially  in- 
flate thrift  capital.  One  such  action  was  the  liberalization  by  the 
Federal  Home  Loan  Bank  Board  of  thrift  accounting  requirements 
by  permitting  the  use  of  "purchase  method"  accounting  for  acquisi- 
tions of  troubled  thrifts  in  accordance  with  Generally  Accepted  Ac- 
counting Principles  (GAAP).  In  a  purchase  method  transaction,  the 
acquiring  corporation  records  as  "goodwill"  any  excess  in  the  fair 
market  value  of  the  acquired  corporation's  liabilities  over  the  fair 
market  value  of  its  assets.  Under  GAAP,  any  resulting  goodwill 
must  be  amortized  over  its  useful  life. 

With  the  enactment  of  the  Financial  Institutions  Reform,  Recov- 
ery and  Enforcement  Act  of  1989  (FIRREA),  Congress  mandated 
stronger  capital  standards  for  thrifts  and  phased  out  the  use  of  in- 
tangible assets  such  as  goodwill  in  meeting  these  capital  standards. 
This  resulted  in  reductions  in  reported  regulatory  capital  for  many 
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of  the  thrifts  that  had  goodwill  on  their  books.  Some  of  these  thrifts 
and/or  their  investors  have  sued  the  government  to  recover  any 
damages  resulting  from  the  loss  of  goodwill.  Most  of  the  approxi- 
mately 50  goodwill  cases  have  been  brought  in  the  United  States 
Court  of  Federal  Claims. 

At  this  time  it  is  extremely  hard  to  estimate  the  government's 
potential  exposure  from  the  "goodwill"  litigation  presently  pending 
before  the  courts.  First,  while  we  believe  the  Government  has  sub- 
stantial defenses  to  the  claims  asserted,  it  is  the  Department  of 
Justice  that  represents  the  United  States  in  its  defense  of  the  cases 
filed  in  the  Court  of  Federal  Claims.  Therefore,  it  is  not  appro- 
priate for  the  OTS  to  comment  on  the  likelihood  of  the  Government 
prevailing  in  those  cases.  Second,  even  if  the  Government  were  to 
lose  a  goodwill  case,  it  is  unclear  how  the  courts  would  calculate 
damages.  The  amount  of  unamortized  goodwill  on  the  books  of  the 
institutions  that  are  involved  in  the  pending  cases  was  approxi- 
mately $6.5  billion  when  FIRREA  was  enacted.  But  a  dollar  of 
goodwill,  which  is  amortized  over  time,  is  not  equivalent  to  a  dollar 
of  tangible  assets.  Therefore,  that  amount  of  goodwill  overstates 
any  possible  exposure  the  government  might  have. 

In  the  only  case  where  the  government  has  had  to  pay  a  judg- 
ment, the  court  ordered  the  FSLIC  Resolution  Fund  to  reimburse 
the  investors  who  acquired  a  failed  thrift  the  $6  million  they  had 
invested,  not  the  amount  of  goodwill  on  the  books.  In  the  cases 
presently  pending,  approximately  $1  billion  was  invested  by  the 
various  parties  in  the  acquisitions  that  form  the  basis  for  the 
claims. 

Q.2.  Because  of  the  geographic  concentration  of  thrift  assets  in 
particular  States,  the  viability  of  the  Savings  Association  Insurance 
Fund  is  linked  to  that  State's  economic  performance.  What  has 
OTS  been  doing  to  assess  the  vulnerabilities  of  these  institutions? 
A.2.  The  OTS  closely  monitors  economic  conditions,  real  estate 
trends,  interest  rate  movements  and  a  host  of  other  economic,  fi- 
nancial, judicial,  and  legislative  factors  that  may  affect  the  per- 
formance or  condition  of  thrift  institutions  in  each  State  through 
monitoring  units  set  up  in  our  individual  regional  offices.  On  an  in- 
stitution-specific basis,  the  OTS  performs  routine  quarterly  mon- 
itoring of  all  thrift  institutions  and  performs  more  detailed  mon- 
itoring with  respect  to  any  institutions  exhibiting  significant  identi- 
fied weaknesses. 

For  example,  in  California  where  $292  billion  of  thrift  industry 
assets  were  concentrated  as  of  March  31,  1995  and  real  estate  val- 
ues declined  substantially  in  recent  periods,  we  intensified  our  off- 
site  monitoring  program  and  stepped  up  the  frequency  of  on-site 
examinations  through  the  use  of  targeted  examinations  between 
regularly  scheduled  exams.  Such  targeted  exams  typically  focus  on 
specific  problem  areas  within  troubled  institutions.  We  also  remain 
in  very  close  contact  with  these  same  institutions  between  exami- 
nations. 

Additionally,  the  OTS  remains  vigilant  in  its  application  of  en- 
forcement actions  when  the  situation  warrants.  We  have  found  the 
Prompt  Corrective  Action  statutes  particularly  beneficial  in  the 
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proactive  supervision  of  problem  institutions  and  timely  implemen- 
tation of  corrective  action. 

Q.3.  Contraction  of  the  savings  and  loan  industry  has  been  signifi- 
cant and  its  former  prominence  as  the  home  lender  has  oeen 
eclipsed  by  other  entities — what  do  you  consider  the  underlying  ele- 
ments which  provide  franchise  value  for  savings  and  loans? 
A.3.  It  is  true  that  the  savings  and  loan  industry  has  contracted 
significantly  over  the  last  10  years  as  it  has  struggled  to  overcome 
the  thrift  crisis  of  the  late  1980's.  Between  the  end  of  1984  and 
1994  the  number  of  OTS-regulated  thrifts  declined  fi-om  3,160  to 
1,545;  total  assets  of  these  tnrifts  also  shrank  from  $1,013  billion 
to  $775.8  billion.  Over  the  same  period,  the  total  number  of  thrift 
institutions  (both  OTS-regulated  and  State  chartered,  FDIC-regu- 
lated)  declined  from  3,418  to  2,152;  total  assets  of  these  thrift  insti- 
tutions also  dropped  from  $1,144  billion  to  $1,008.6  billion.  Not 
surprisingly,  the  share  of  mortgage  originations  of  all  thrift  institu- 
tions also  declined  from  53.6  percent  to  19.7  percent  over  this  same 
period.  (The  actual  decline  in  originations  for  thrifts  is  somewhat 
less  than  this  because  the  thrift  share  omits  originations  by  thrift- 
affiliated  mortgage  bankers.) 

Much  of  the  shrinkage  in  the  thrift  share  of  mortgage  origina- 
tions over  the  last  ten  years  reflects  the  shrinkage  of  the  industry. 
However,  U.S.  mortgage  markets  have  also  changed  dramatically 
during  this  time.  Other  federally  sponsored  and  subsidized  entities, 
and  private  entities  using  federally  guaranteed  mortgages,  have 
played  an  increasingly  dominant  role  in  the  national  mortgage 
markets,  especially  the  market  for  standard,  high  quality  (and  eas- 
ily securitized)  single-family  30-year  fixed-rate  mortgages. 

Despite  these  structural  changes  in  both  the  thrift  industry  and 
our  national  mortgage  markets,  thrifts  are  still  an  important  part 
of  housing  finance  in  this  country.  The  industry  itself  appears  to 
have  recovered  from  the  thrift  crisis.  During  the  last  two  quarters 
(since  September  1994)  total  assets  of  all  thrift  institutions  have 
actually  grown  from  $1006.2  billion  to  $1013.8  billion.  (Assets  of 
OTS-regulated  thrifts  accounted  for  about  $7.6  billion,  or  virtually 
all,  of  that  growth.)  More  importantly,  this  recent  asset  growth  has 
been  led  by  thrifts'  investments  in  mortgages.  In  fact,  the  share  of 
OTS-regulated  thrift  assets  accounted  for  by  mortgages  or  mort- 
gage related  securities  increased  modestly  from  69.3  percent  in 
September  1994  to  70.4  percent  as  of  March  1995. 

Thrifts  have  been  major  innovators  in  the  development  of  adjust- 
able rate  mortgages  (ARM's) — a  product  that  has  expanded  home 
ownership  opportunities  to  more  families,  especially  first-time 
home  buyers,  and  has  also  helped  thrift  institutions  manage  their 
interest  rate  risk  more  effectively.  According  to  the  Federal  Hous- 
ing Finance  Board's  Mortgage  Interest  Rate  Survey,  ARM's  now  ac- 
count for  76  percent  of  all  tnrift  mortgage  originations  (first  quar- 
ter 1995);  arm's  also  accounted  for  39  percent  of  all  single-family 
mortgages  originated  in  1994.  Because  these  innovative  products 
are  often  tailored  to  meet  the  unique  financing  needs  of  individual 
families,  they  are  less  amenable  to  being  transformed  into  securi- 
ties and  sold  into  the  secondary  market.  In  short,  thrifts  are 
uniquely  able  to  both  originate  and  hold  ARM's,  a  critical  financial 
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intermediation  that  well  serves  mortgage  financing  needs  of  many 
American  families. 

Thrifts  are  also  leaders  in  meeting  the  housing  finance  needs  of 
minorities  and  low-income  families  in  many  key  local  housing  mar- 
kets, including  both  single-  and  multi-family  mortgage  lending.  For 
example,  KPMG  Peat  Marwick  recently  completed  a  study  of  the 
California  market  based  on  1992  Home  Mortgage  Disclosure  Act 
(HMDA)  data.  That  study  indicated  that  90  percent  of  all  multi- 
family  mortgage  loans  were  provided  by  thrifts.  An  OTS  staff  anal- 
ysis of  1994  HMDA  data  indicates  that  OTS-regulated  thrifts  sup- 
plied 21.4  percent  of  the  1994  single  family  mortgage  financing  pro- 
vided to  minorities  and  19.7  percent  of  the  mortgage  financing  pro- 
vided to  low  and  moderate  income  home  buyers  (those  with  in- 
comes below  80  percent  of  area  medians). 

These  thrift  contributions  to  meeting  U.S.  mortgage  financing 
needs,  especially  those  of  low-income  and  minority  home  buyers, 
are  an  important  component  of  their  franchise  value.  Thrift  institu- 
tions also  derive  franchise  value  from  statutory  powers  that  are 
unique  to  them.  The  two  principal  statutory  advantages  creating 
economic  franchise  value  for  thrifts  are: 

(1)  The  ability  of  thrifts  to  sell  various  types  of  insurance  with- 
out geographic  restrictions  through  their  service  corporations,  and, 

(2)  The  ability  of  unitary  thrift  holding  companies  to  engage  in 
any  business  that  does  not  threaten  the  safety  and  soundness  of 
the  thrift. 

Approximately  815  OTS-regulated  thrifts,  about  55  percent  of  the 
total,  currently  have  at  least  one  service  corporation.  In  addition, 
there  are  810  unitary  thrift  holding  companies. 

Despite  the  social  and  economic  franchise  values  retained  by 
thrift  institutions,  the  thrift  industry  remains  economically  vulner- 
able. U.S.  mortgage  financing  is  highly  competitive.  The  ability  of 
thrifts  to  remain  healthy  competitors  will  quickly  be  diminished  if 
a  solution  to  the  emerging  19  basis  point  differential  in  deposit  in- 
surance premiums  between  thrifts  insured  by  the  SAIF  and  banks 
insured  by  the  BIF  is  not  found. 

RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  D'AMATO 
FROM  GASTON  L.  GIANNI,  JR. 

Q.l.  You  have  explained  that  winding  down  the  RTC  requires 
sound  controls  to  ensure  a  smooth  transition.  In  your  view,  have 
sufficient  underlying  controls  and  procedures  been  implemented  to 
ensure  a  reasonable  merger  of  the  RTC  operations  to  the  Federal 
Deposit  Insurance  Corporation  (FDIC)? 

A.1.  At  this  point,  we  are  not  aware  of  any  control  or  procedural 
weaknesses  that  would  hamper  the  smooth  transfer  of  RTC's  re- 
maining assets  and  responsibilities  to  FDIC.  Still,  the  transition 
planning  efforts  are  in  a  critical  phase,  with  many  key  decisions 
being  made  at  this  time.  As  these  decisions  are  being  made,  the 
transition  implementation  plans  are  being  finalized.  As  I  pointed 
out  in  my  prepared  statement,  the  success  of  the  transition  de- 
pends on  the  quality  of  the  decisions  and  how  well  they  are  exe- 
cuted. We  will  be  monitoring  the  entire  process  until  the  merger 
is  completed.  Should  we  identify  any  control  or  procedural  weak- 
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nesses,  we  will  quicklv  bring  our  concerns  to  the  attention  of  this 
committee  and  the  RTC/FDIC  Transition  Task  Force  for  corrective 
action. 

As  an  update  to  my  testimony  before  this  Committee,  we  recently 
issued  a  report  on  the  results  of  our  audit  of  RTC's  1994  and  1993 
financial  statements  (GAQ/AIMD-95-157,  June  22,  1995).  While 
our  report  noted  weakness  in  RTC's  internal  controls  over  its  com- 
puter operations,  the  weakness  is  not  expected  to  adversely  affect 
the  transfer  of  RTC's  remaining  assets,  liabilities,  and  responsibil- 
ities to  FDIC.  However,  RTC  and  FDIC  management  need  to  en- 
sure that  planned  actions  to  address  the  weakness  are  properly  im- 
plemented and  maintained. 

Q.2.  Your  recent  reports  on  the  RTC's  operations  note  substantial 
improvement  over  management  and  accountability  practices,  as 
well  as  improvement  in  asset  disposition,  contracting  activities,  and 
information  systems.  Do  you  see  any  operating  areas  that  need  to 
be  materially  changed  to  ensure  adequate  controls  are  in  place? 
A.2.  Other  than  correcting  internal  control  weaknesses  regarding 
computer  operations  noted  previously,  we  do  not  see  the  need  to 
make  any  material  changes  to  RTC's  management  controls  at  this 
time.  RTC  has  taken  actions  to  strengthen  its  internal  control  sys- 
tem. However,  winding  down  a  large  and  complex  organization 
with  thousands  of  personnel  and  billions  of  dollars  in  assets,  while 
minimizing  any  adverse  consequences,  is  very  difficult.  Maintain- 
ing adequate  management  controls  and  accountability  in  this  envi- 
ronment will  be  a  challenge  for  RTC. 

In  my  statement,  I  noted  that  several  critical  issues  still  remain 
to  be  addressed  by  RTC  and  FDIC.  While  these  are  not  internal 
control  issues  in  themselves,  they  do  have  internal  control  implica- 
tions and  will  affect  the  success  of  the  transition.  For  example, 
RTC  needs  to  devote  continued  attention  to  closing  out  contracts  on 
a  timely  basis,  and  FDIC  will  need  to  ensure  the  adequate  manage- 
ment and  oversight  of  about  800  RTC  contracts  recommended  for 
transfer  to  FDIC.  I  also  noted  that  FDIC  needs  to  develop  specific 
plans  for  how  it  will  manage  and  dispose  of  the  remaining  RTC  as- 
sets, as  well  as  monitor  the  government's  continuing  interests  in 
RTC's  equity  partnerships. 

As  transition  decisions  are  made  and  activities  are  moved  under 
FDIC's  control,  and  come  under  its  policies  and  procedures,  FDIC 
mav  need  to  make  some  adjustments  to  ensure  that  adequate  con- 
trols are  in  place  to  protect  the  taxpayers'  interests.  The  chief  fi- 
nancial officers  of  RTC  and  FDIC  are  co-chairing  a  team  that  will 
oversee  any  transition  internal  controls  concerns.  We  will  continue 
to  monitor  the  activities  of  this  team. 

Q.3.  Your  report  notes  that  the  RTC  has  not  completed  a  com- 
prehensive sales  method  comparison  study  which  was  rec- 
ommended. Wouldn't  such  a  study  be  beneficial  for  the  FDIC  which 
will  absorb  all  of  the  remaining  RTC  assets? 

A.3.  A  comprehensive  comparative  analysis  of  sales  methods  that 
considered  holding  costs  and  holding  times  would  be  beneficial  to 
FDIC.  While  RTC  does  not  have  the  capability  to  do  such  an  analy- 
sis, it  has  developed  a  process  for  gathering  some  information  that 
may  be  useful  for  evaluating  multiasset  dispositions.  RTC  has  re- 
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cently  developed  an  analysis  that  includes  a  sales  comparison  from 
three  perspectives — gross  sales  price,  net  sales  proceeds  (gross 
sales  price  less  selling  expenses),  and  adjusted  net  sale  proceeds 
(net  sales  proceeds  plus  the  value  of  cash  received  post-closing  and 
the  estimated  value  of  participations  in  future  cash  flows  and  re- 
siduals, if  any).  This  comparative  information  can  be  useful  to 
FDIC's  asset  disposition  officials  in  transition  planning.  We  will 
know  more  about  this  issue  aft^er  we  have  assessed  the  best  prac- 
tices reviews  and  discussed  transition  implementation  plans  with 
RTC  and  FDIC  asset  disposition  officials. 

Q.4.  You  have  indicated  that  the  task  force's  best  practice  review 
identified  more  than  70  operational  differences  between  the  RTC 
and  the  FDIC  in  the  manner  in  which  certain  functions  are  han- 
dled. You  have  explained  that  the  task  force's  methodology  is  criti- 
cal in  its  studies.  Do  you  believe  that  the  methodology  remains 
adequate  and  includes  all  necessary  components? 
A.4.  We  believe  the  methodology  that  was  set  forth  by  the  task 
force  remains  valid.  However,  at  this  point,  we  do  not  know  wheth- 
er this  methodology  was  applied  appropriately  and  consistently  in 
each  of  the  best  practices  reviews.  We  have  received  most  of  these 
reviews  and  will  be  assessing  the  adequacy  and  completeness  of  the 
key  best  practice  reviews  over  the  next  2  months. 

Q.5.  The  FDIC  is  presently  developing  its  own  operating  plans  and 
has  only  recently  developed  a  written  strategic  plan.  How  will  the 
FDIC  ensure  a  smooth  transition  of  RTC  responsibilities  and  sys- 
tems while  it  is  reevaluating  its  own  operating  plans? 
A.5.  Clearly,  FDIC's  efforts  to  reexamine  its  own  operations  may 
complicate  planning  for  the  transition.  However,  we  believe  this  re- 
examination is  a  beneficial  and  necessary  process  that  will  help 
FDIC  become  a  more  efficient  and  effective  organization.  As  a  re- 
sult of  FDIC  efforts,  some  transition  plans  being  made  now  may  be 
subject  to  change  as  FDIC  continues  to  evaluate  its  own  organiza- 
tion. 
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550  17lh  Slretl  N.W.    Withinglon.  DC.  2W29  801  I7ih  Slrtel.  N  W    Wiihingtoo,  DC.  20434 


Honorable  Alfonse  M.  D'Amato 

Chairman 

Cominittee  on  Banking,  Housing, 

and  Urban  Affairs 
United  States  Senate 
Washington,  D.C.   20510 

Dear  Mr.  Chairman: 

As  requested  in  your  letter  of  June  23,  1995,  enclosed  are  the 
Federal  Deposit  Insurance  Corporation-Resolution  Trust 
Corporation  Transition  Task  Force's  responses  to  written 
questions  from  you  and  Senator  Sarbanes  in  connection  with  your 
Committee's  semi-annual  oversight  hearing  held  on  June  20,  1995. 

We  would  also  like  to  advise  you  of  a  change  in  the  membership  of 
the  Transition  Task  Force  since  the  Committee's  hearing.   As  a 
result  of  the  resignation  of  Ms.  Ellen  B.  Kulka,  RTC  Deputy  and 
Acting  CEO  John  E.  Ryan  has  appointed  Ms.  Erica  F.  Cooper  to 
serve  on  the  Task  Force.   Ms.  Cooper  is  the  RTC's  Deputy  General 
Counsel  for  Corporate  Operations. 

We  hope  these  responses  will  be  useful  to  you.   If  you  have  any 
questions,  please  let  us  know. 


Jcihn  F.  Bovertzji  trica  F.  Cooper 

Member       ^-^  Member 

Transition  Task  Force  Transition  Task  Force 


Dennis  F.  Geer  Barry  S-  Kolatch 

Member  Member 

Transition  Task  Force  Transition  Task  Force 


Enclosure 

cc:   Honorable  Paul  S.  Sarbanes 
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RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  D'AMATO 

FROM  ELLEN  B.  KULKA,  BARRY  S.  KOLATCH 

JOHN  F.  BOVENZI  AND  DENNIS  F.  GREER 

Q.l.  What  are  the  comparable  recovery  rates  experienced  by  RTC 
vs.  FDIC  for  performing  mortgages,  nonperforming  loans  and  real 
estate.  Please  indicate  if  these  figures  are  net  of  holding  costs  and 
sales  commissions.  What  is  the  average  holding  period  for  these  as- 
sets for  the  RTC  vs.  FDIC? 

A.1.  The  RTC  and  the  FDIC  inherited  assets  of  different  types  and 
quality.  In  addition,  the  RTC  inherited  over  $100  billion  m  assets 
in  262  conservatorships  on  the  day  it  was  created.  Because  of  these 
factors,  it  is  difficult,  if  not  impossible,  to  reach  any  valid  conclu- 
sions from  a  comparison  of  FDIC  and  RTC  recovery  rates  and  hold- 
ing periods. 

The  table  presented  below  shows  recovery  rates  and  average 
holding  periods  for  both  the  RTC  and  the  FDIC.  Since  better  assets 
are  generally  sold  more  quickly,  the  percentage  of  total  assets  sold 
is  also  included.  The  data  cover  the  period  August  9,  1989,  when 
the  RTC  was  created,  to  May  31,  1995.  The  FDIC  data  include  as- 
sets from  institutions  that  were  resolved  during  that  period,  with 
the  exception  of  data  from  seven  large  transactions  with  com- 
plicated assistance  agreements.  The  data  from  these  transactions 
are  not  readily  separable  into  discounts  on  assets  passed  and  other 
payments.  It  also  does  not  include  receivership  assets  that  existed 
prior  to  August  9,  1989,  or  assets  acquired  from  the  FSLIC.  The 
RTC  data  include  the  assets  of  the  262  conservatorships  taken  over 
by  the  RTC  at  its  inception  as  well  as  assets  from  institutions  that 
were  put  under  RTC  conservatorship  or  resolved  by  RTC  since  that 
time.  The  data  for  both  organizations  are  gross  of  holding  costs  and 
other  expenses. 


RTC 

FDIC 

Recovery 
Rate 

Avg. 

Holding 

Period 

(Months) 

Percent 

of  Total 

Sold 

Recovery 
Rate 

Avg. 

Holding 

Period 

(Months) 

Percent 

of  Total 

Sold 

Mortgages  

Other  Loans  

88% 
89% 
55% 

16 
14 
24 

96% 
96% 
95% 

89% 

87% 
61% 

9 

7 
18 

89 
90 

REO  

85 

The  recovery  rates  for  mortgage  loans  and  other  loans  are  vir- 
tually identical.  For  real  estate  owned  (REO),  the  FDIC  recovery 
rate  is  somewhat  higher  than  the  RTC's.  Aside  from  the  heteroge- 
neity of  the  two  real  estate  portfolios,  this  discrepancy  is  largely  ex- 
plained by  two  factors.  First,  the  RTC  has  sold  a  greater  percent- 
age of  its  real  estate  than  the  FDIC.  Since  better  assets  are  usually 
sold  first,  recovery  rates  typically  go  down  the  deeper  one  gets  into 
a  REO  portfolio.  Second,  the  RTC  makes  greater  use  of  seller  fi- 
nancing than  the  FDIC.  The  RTC  books  the  entire  loss  on  a  seller 
financed  transaction  when  it  sells  an  asset,  but  it  does  not  book  the 
recovery  on  the  seller  financed  portion  of  the  sale  until  it  receives 
the  cash.  Thus,  RTC  recoveries  on  REO  are  somewhat  understated. 

FDIC  holding  periods  are  shorter  than  RTC  holding  periods.  The 
fact  that  RTC  started  on  the  first  day  of  its  existence  with  over 
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$100  billion  of  assets  in  conservatorship  has  a  substantial  effect  on 
RTC  holding  periods.  However,  another  reason  for  the  discrepancy 
between  FDIC  and  RTC  holding  periods  is  that  the  FDIC  passes 
about  60  percent  of  its  assets  to  acquirers  at  resolution  while  the 
RTC  has  only  passed  about  20  percent  of  its  assets  to  acquirers. 
Passing  assets  at  resolution  unquestionably  lowers  holding  periods. 
Finally,  it  should  be  noted  that  holding  period  data  apply  only  to 
assets  already  sold.  Since  the  RTC  has  sold  a  somewhat  greater 
percentage  of  its  assets  than  the  FDIC,  it  is  likely  that  FDIC's  av- 
erage holding  periods  will  increase  by  more  than  the  RTC's  will  in- 
crease as  the  remainder  of  these  assets  are  sold. 

Q.2.  With  the  sizable  influx  of  personnel  to  the  FDIC  from  the 
RTC,  will  redundancy  and  over-staffing  exist?  And,  if  so,  how  will 
these  issues  be  resolved? 

A-2.  Many  RTC  employees  who  are  transferred  to  the  FDIC  will  be 
fully  occupied  for  some  period  of  time  after  sunset  with  the  sub- 
stantial amount  of  residual  RTC  work  that  will  be  transferred  with 
them.  In  her  testimony,  Chairman  Heifer  highlighted  a  number  of 
examples  of  such  work.  Moreover,  because  of  the  largely  temporary 
nature  of  the  RTC  workforce,  it  is  important  to  recognize  that  the 
FDIC  must  absorb  only  a  portion  of  the  total  RTC  workforce.  About 
one-quarter  of  the  RTC's  approximately  5,000  employees  have  stat- 
utory, long-term  employment  rights  with  the  FDIC.  In  addition,  a 
limited  number  of  RTC  temporary  employees  will  be  transferred  to 
the  FDIC  to  assist  in  completing  RTC  work.  However,  to  the  extent 
that  they  are  no  longer  needed,  these  employees  will  be  released 
during  1996  as  the  residual  RTC  workload  declines  and  their  tem- 
porary appointments  expire. 

Even  so,  some  staffing  imbalances  are  anticipated  as  a  result  of 
the  return  of  RTC  employees  in  combination  with  a  continuing  de- 
cline in  FDIC  workload  in  some  areas.  Projected  workloads  for  the 
FDIC  and  the  RTC  are  currently  being  analyzed  in  order  to  deter- 
mine appropriate  staffing  levels  in  each  functional  area.  To  the  ex- 
tent that  staffing  imbalances  are  identified,  either  as  a  result  of  the 
return  of  RTC  employees  to  the  FDIC  or  a  continuing  decline  in 
FDIC  workload,  we  expect  that  the  FDIC  will  take  appropriate  ac- 
tion to  correct  these  imbalances.  Qualified  employees  in  those  of- 
fices identified  as  having  excess  staff"  will  be  reassigned  to  offices 
that  need  additional  staff.  If  necessary,  this  will  include  reassign- 
ments  to  different  geographic  locations. 

To  the  extent  that  reductions  in  total  FDIC  staffing  are  required, 
the  FDIC  has  indicated  that  this  will  be  accomplished  primarily  by 
releasing  temporary  employees  as  their  appointments  expire.  At 
present,  over  30  percent  of  the  FDIC's  current  workforce  serve 
under  temporary  appointments.  In  addition,  as  Chairman  Heifer 
indicated  in  her  statement,  the  FDIC  is  currently  considering  an 
extension,  either  in  the  same  or  modified  form,  of  the  buyout/early 
retirement  program  offered  to  selected  FDIC  employees  last  year. 
Before  proceeding  with  such  an  extension,  the  FDIC  must  be  sure 
that  it  will  be  cost  effective,  can  be  targeted  to  those  areas  within 
the  FDIC  that  will  have  excess  staff,  and  will  not  impair  its  ability 
to  retain  key  staff,  particularly  those  required  to  complete  residual 
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RTC  work.  If  approved,  an  FDIC  buyout  program  would  be  avail- 
able to  both  FDIC  and  RTC  employees. 

Q.3.  Management  Information  Systems  of  the  RTC  include  62  sep- 
arate systems  of  which  17  of  these  systems  are  primary  sources  of 
information.  What  actions  have  been  taken  to  ensure  that  these  op- 
erating systems  maintain  accurate  information  and  are  smoothly 
transferred  to  the  FDIC? 

A.3.  The  RTC  initiated  in  November  1993  an  extensive  effort  to 
improve  the  quality  of  the  data  in  its  automated  systems,  particu- 
larly the  17  designated  as  primary  information  systems.  The  pro- 
gram included  a  standard  framework  to  review,  assess,  and  report 
on  the  quality  of  data  in  each  automated  information  system  and 
required  the  development  and  implementation  of  a  data  quality  ac- 
tion plan  to  improve  the  quality  of  data  where  needed.  During 
1994,  plans  were  developed  for  each  of  the  17  primary  systems  as 
well  as  others.  These  plans  defined  data  quality  standards,  goals, 
and  measurement  processes  to  guide  the  data  quality  initiatives  for 
each  system.  Each  plan  was  required  to  meet  cost-benefit  stand- 
ards. In  part  due  to  the  success  of  this  effort,  the  FDIC/RTC  Tran- 
sition Task  Force  has  recommended  to  FDIC  Chairman  Heifer  that 
the  FDIC  adopt  the  RTC's  Data  Quality  Program. 

In  early  1995,  the  data  quality  action  plans  for  RTC's  17  primary 
systems  were  reassessed  to  ensure  that  they  continued  to  meet 
cost-benefit  requirements  and  concentrated  on  the  data  elements 
most  critical  to  completion  of  the  RTC's  mission.  Of  the  17  systems, 
nine  had  achieved  all  of  their  initial  data  quality  goals  and  were 
focusing  on  maintaining  high  levels  of  data  quality.  Program  man- 
agers for  the  remaining  eight  systems  had  achieved  the  majority  of 
their  initial  data  quality  goals  and  reported  significant  progress  in 
improving  the  quality  of  their  data. 

Equally  important  steps  are  being  taken  to  make  sure  that  these 
systems  are  smoothly  transferred  to  the  FDIC.  The  Task  Force  has 
recently  completed  a  detailed  review  of  63  national  RTC  systems 
and  has  made  recommendations  to  the  Secretary  of  the  Treasury 
on  which  of  these  systems  should  be  preserved  for  use  by  the  FDIC 
after  RTC's  sunset  date.  The  Secretary  is  expected  to  make  a  final 
determination  soon  on  which  of  these  systems  will  transfer.  The 
transfer  of  RTC  systems  to  the  FDIC  will  be  managed  by  the  Infor- 
mation Resources  Management  staffs  of  the  FDIC  and  the  RTC, 
which  have  already  been  merged  organizationally,  in  conjunction 
with  the  functional  task  groups  supported  by  each  system.  These 
groups  are  now  beginning  to  develop  detailed  transition  plans,  in- 
cluding plans  for  the  transfer  of  these  automated  systems. 

In  addition,  the  Task  Force  has  developed  an  extensive  internal 
controls  program  covering  the  transition  of  all  functions,  including 
information  resources  management.  As  a  part  of  this  program,  the 
co-chairs  of  each  functional  task  group  are  required  to  certify  that 
internal  controls  have  been  established  that  meet  or  exceed  the 
minimum  control  standards  established  for  the  transition.  Monitor- 
ing of  these  internal  controls  will  continue  through  completion  of 
the  transition  of  each  functional  area  to  the  FDIC,  with  oversight 
by  the  Internal  Controls  Policy  Committee. 
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Q.4.  Did  your  review  of  "best  practices"  address  litigation  practices 
and  the  RTC  use  of  contractors?  Which  method  of  htigation  (in- 
house  or  contractors)  provided  the  best  results? 
A.4.  The  Best  Practices  Review  Project  addressed  significant  oper- 
ational differences  between  the  FDIC  and  the  RTC.  The  Legal  Divi- 
sions of  the  RTC  and  the  FDIC  utilize  outside  counsel  in  ways  that 
are  substantially  similar.  Thus,  the  question  of  whether  in-house 
counsel  or  outside  counsel  yields  better  litigation  results  was  not 
addressed. 

However,  the  RTC  Completion  Act  limits  the  RTC's  use  of  out- 
side counsel  in  any  type  of  matter,  whether  litigation  or  otherwise, 
to  cases  in  which  the  use  of  outside  counsel  would  provide  the 
"most  practicable,  efficient,  and  cost-effective  resolution  to  the  ac- 
tion." The  FDIC  is  subject  to  a  similar  statutory  constraint. 

Q.5.  How  much  has  been  spent  on  planning  and  implementing  the 
transition  from  RTC  to  FDIC?  How  have  those  expenses  been  ftind- 
ed?  What  additional  costs  are  projected  between  now  and  December 
31,  1995?  Are  any  costs  anticipated  after  December  31,  1995? 
A.5.  As  of  June  30,  1995,  the  FDIC  has  spent  approximately  $3.4 
million  for  the  transition.  Of  this,  about  $3.2  million  has  been  for 
the  cost  of  staff  time  spent  on  transition-related  activities,  $97,000 
has  been  for  the  design,  construction  and  moving  costs  associated 
with  moving  several  Headquarters  functions  as  well  as  one  field  lo- 
cation, and  $56,000  has  been  for  outside  contractors  assisting  with 
transition  projects  (other  than  space  planning).  Transition  planning 
costs  incurred  by  the  FDIC  have  been  and  will  continue  to  be  cap- 
tured by  a  unique  project  number  in  the  FDIC  accounting  system. 
The  FDIC  is  currently  evaluating  how  to  allocate  the  costs  it  has 
incurred  for  transition  activities. 

The  RTC  does  not  separately  track  staff  time  spent  on  transition- 
related  activities,  but  it  is  reasonable  to  assume  that  it  has  spent 
roughly  the  same  amount  as  the  FDIC  in  terms  of  staff  time  on 
transition-related  activities.  As  of  June  30,  1995,  the  RTC  has 
spent  approximately  $170,000  on  outside  contractors  assisting  with 
transition  projects.  Costs  incurred  to  date  have  been  paid  for  out 
of  general  RTC  funds. 

The  above  figures  do  not  include  relocation  costs  associated  with 
the  return  of  permanent  RTC  employees  to  the  FDIC.  In  1992,  the 
FDIC  and  the  RTC  agreed  to  split  these  costs  equally.  Each  organi- 
zation has  spent  $5.8  million  on  relocation  costs  for  returning  per- 
manent employees  since  1992. 

Based  upon  draft  transition  plans  currently  being  finalized,  the 
FDIC  estimates  that  it  will  spend  approximately  $5  million  be- 
tween now  and  December  31,  1995,  to  cover  the  costs  of  transition- 
related  staff  time,  office  build-outs  and  moves,  equipment,  and  sys- 
tem changes.  The  RTC  estimates  that  it  will  spend  an  amount  com- 
parable to  the  FDIC  on  transition-related  staff  time,  and  approxi- 
mately $575,000  on  outside  contractors  assisting  with  transition 
between  now  and  December  31,  1995.  Costs  will  continue  to  be  in- 
curred by  the  FDIC  after  December  31,  1995,  as  work  continues  on 
merging  systems  and  physically  merging  RTC  office  sites  with 
FDIC  sites.  It  is  difficult  at  this  time  to  project  the  additional  tran- 
sition-related employee  relocation  costs  that  will  be  incurred  either 
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for  the  remainder  of  this  year  or  next  year,  as  the  number  of  em- 
ployees to  be  relocated  has  not  yet  been  determined.  This  will  de- 
pend, in  part,  on  the  location  and  volume  of  RTC  assets  transferred 
to  the  FDIC  at  year  end. 

RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  SARBANES 
FROM  EIXEN  B.  KULKA 

Q.l.  Transition  planners  have  identified  more  than  50  issues  that 
need  legal  analysis.  One  such  issue  is  the  applicability  to  the  FDIC 
of  RTC  management  improvements  mandated  in  the  RTC  Comple- 
tion Act.  Is  it  your  legal  opinion  that  the  FDIC  is  bound  to  adhere 
to  the  management  improvements  mandated  in  the  RTC  Comple- 
tion Act? 

A.1.  The  attached  Memorandum  of  Law  and  Analysis  was  devel- 
oped jointly  by  the  Legal  Divisions  of  the  RTC  and  the  FDIC  and 
approved  by  the  FDIC-RTC  Transition  Task  Force  addressing  this 
and  other  questions.  In  essence,  this  document  concludes  that  the 
FDIC  may  exercise  its  judgment  regarding  whether  to  adhere  to 
the  management  reforms  mandated  by  the  RTC  Completion  Act. 
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MEMORANDUM  OF  LAW 


March  3,  1995 
Opinion  No.  10 


SUBJECT:   Whether  the  FDIC  Must  Adopt  and  Follow 

Certain  Mandated  RTC  Management  Goals  and  Reforms 


I.  Introduction. 

Section  21A  of  the  Federal  Home  Loan  Bank  Act,  12  U.S.C. 
S  1441a  ei  seq. .  imposes  eight  (8)  management  goals  for  the  RTC  to 
have  achieved,  some  within  specific  deadlines,  (Section  21A(p) )  and 
twenty-one  (21)  management  refomns  that  the  RTC  must  implement 
(Section  21A(w) ) .  A  question  has  arisen  as  to  whether,  after  RTC 
sunset,  the  FDIC  must  adopt  and  follow  any  of  these  management 
goals  and  reforms,  or  whether  their  applicability  is  a  matter  of 
management  discretion.  The  following  are  the  issues  presented  and 
the  conclusions  reached  on  each  issue. 

II.  Issues  Presented  and  Conclusions  Reached. 

A.  Is  there  a  statutory  basis  requiring  that,  after 
RTC  sunset,  the  FDIC  must  adopt  and  follow  any  of  the 
management  goals  or  reforms  mandated  in  Section  21A? 

Section  21A  does  not  require  that,  after  RTC 
sunset,  the  FDIC  must  adopt  and  follow  any  of  the 
management  goals  or  reforms  mandated  in  that 
Section. 

B.  ATter  RTC  sunset,  is  the  applicability  of  the 
mzmagement  goals  and  reforms  mandated  under  Section  21A 
a  matter  of  the  FDIC's  management  discretion? 

Section  6  of  the  RTC  Completion  Act  requires  that 
the  RTC  Transition  Task  Force  evaluate  the 
management  goals  and  reforms  applicable  to  the  RTC 
under  Section  21A(p)  and  (w)  ,  respectively,  and 
recommend  which  of  such  goals  and  reforms  should 
apply  to  the  FDIC.  In  a  followup  report  required 
under  Section  6 ,  the  FDIC  must  provide  a  detailed 
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March  3,  1995 
Opinion  No.  10 


explanation  of  the  reasons  why  the  FDIC  did  not 
adopt  any  recommendation  provided  by  the  TasJc  Force 
in  Its  evaluation  of  the  aforementioned  management 
goals  and  reforms.  It  is  within  the  FDIC's 
reasoned  discretion  (to  be  explained  in  the  report 
required  by  Section  6)  whether  to  adopt  any  of  the 
management  goals  or  reforms. 

For  information  concerning  this  memorandum,  please  contact  Henry  R. 
F.  Griffin,  Assistant  General  Counsel/FDIC,  or  Moira  R.  Donohue, 
Assistant  General  Counsel/RTC,  or  Thomas  L.  Hindes,  Assistant 
General  Counsel/RTC,  or  Stephen  M.  Hanas,  Assistant  General 
Counsel/RTC. 
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March  3,  1995 
Opinion  No.  10 


SUBJECT:   Whether  the  FDIC  Must  Adopt  and  Follow  Certain 
Mandated  RTC  Management  Goals  and  Reforms 


I.  Introduction 

Questions  have  been  asked  as  to  what  the  law  requires  with 
regard  to  whether  after  RTC  sunset,  the  FDIC  must  adopt  and  follow 
the  mandated  management  goals  and  reforms  that  have  been  adopted  by 
the  RTC  pursuant  to  Section  21A(p)  and  (w)  of  the  Federal  Home  Loan 
Bank  Act,  12  U.S.C.  s  l441a(p)  and  (w)  ,  or  whether,  on  the  other 
hand,  adoption  of  any  such  goals  and  reforms  is  within  the 
discretion  of  the  FDIC. 

II.  Discussion 

A.   Management  Enhancement  Goals 

Section  21A(p) ,  enacted  in  1991,  required  that  certain 
management  enhancement  goals  be  implemented  by  the  RTC,  some  within 
certain  deadlines,  with  respect  to  the  following  matters:  (i) 
standardization  of  its  management  of  conservatorships,  including 
the  conduct  of  audits  and  monitoring  of  management  agents;  (ii) 
timing  of  resolutions  (a  goal  that  no  institution  should  be  in 
conservatorship  for  more  than  nine  months) ;  (iii)  information 
resources  management  and  systems  improvements;  (iv)  centralized 
management  system  for  the  RTC's  portfolio  of  securities;  (v)  system 
for  tracking  and  inventorying  the  RTC's  portfolio  of  real-estate- 
owned  assets;  (vi)  system  for  the  quarterly  valuation  or  updating 
of  receivership  assets;  (vii)  progrzua  for  performing  due  diligence 
on  one-to-four-family  mortgages  and  for  marketing  such  loans  on  a 
pooled  basis;  and  (viii)  standardization  of  the  RTC's  contracting 
and  procurement  systems. 
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B.   Management  Refor:ns 

As  enacted  in  1993,  Section  21A(w)  provides  that  twenty-one 
management  reforms  be  adopted  by  the  RTC,  including  the  following 
matters: 

(1)  establishment  and  maintenance  of  a  comprehensive 
business  plan; 

(2)  mar)ceting  of  real  property  on  an  individual  basis 
for  not  less  than  one  hundred  twenty  days 
before  undertaking  multi-asset  sales  initiatives 
(unless  certain  statutory  exceptions  apply) ; 

(3)  establishment  of  procedures  for  the  management  and 
disposition  of  real  estate  related  assets ; 

(4)  establishment  of  a  division  of  minorities  and  women 
programs ; 

(5)  appointment  of  a  Chief  Financial  Officer; 

(6)  revision  of  contracting  procedures  in  such  manner 
as  to  ensure  that  small  businesses,  minorities,  and 
women  are  not  inadvertently  excluded  from 
eligibility  for  such  contracts; 

(7)  improvement  of  contracting  systems  and  related 
oversight; 

(8)  establishment  of  an  audit  committee  by  the  Thrift 
Depositor  Protection  oversight  Board; 

(9)  certification  requirements  with  respect  to 
corrective  responses  to  delineated  audit  problems; 

(10)  appointment  of  an  Assistant  General  Counsel  for 
Professional  Liability  and  related  requirements  for 
semiannual  reports  to  Congress; 

(11)  maintenance  of  management  information  system; 

(12)  maintenance  of  internal  controls  against  fraud, 
waste,  and  abuse; 
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(13)  funding-related  sanctions  for  failure  to  appoint 
certain  officers  required  under  Section  21A; 

(14)  cerrain  disclosure  requirements  for  purposes  of  the 
RTC's  annual  report  with  respect  to  an  itemization 
of  expenditures  and  salaries  paid  to  directors  and 
senior  executive  officers  at  any  RTC-controlled 
institution; 

(15)  establishment  of  procedures  for  a  reasonably  even 
distribution  in  the  awarding  of  contracts  to 
minority  and  women-owned  businesses; 

(16)  mandated  rulemaJcing  with  respect  to  contract 
sanctions  for  failure  by  contractors  to  comply  with 
subcontract  and  joint  ventxire  requirements; 

(17)  minority  preferences  in  the  acquisition  of  failed 
institutions  in  predominantly  minority 
nsighborhoods ; 

(18)  establishment  of  goals  and  procedures  for 
subcontracts  with  minority-  and  women-owned 
businesses; 

(19)  competitive  bidding  procedures  no  leas  stringent 
than  those  in  effect  on  December  17,  1993,  are  to 
b«  maintained,  and  nothing  shall  supersede  the 
RTC's  primary  duty  of  minimizing  costs  to  the 
taxpayer  and  maximizing  the  total  ret\im  to  the 
Treasury; 

(20)  minimization  of  the  use  of  outside  counsel;  and 

(21)  all  RTC  regional  offices  to  include  a  client 
responsiveness  unit  responsible  to  the  RTC's 
ombudsman . 
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C.    Transition  Task  Forceps  Recomnendation  Duries 
and  Related  FDIC  Renon:  to  Congress 

Section  6  of  the  RTC  Completion  Act'  established  the  FDIC-RTC 
Transition  TasJc  Force  (the  "Task  Force")  to  perform  certain  duties, 
including  tvo  which  pertain  to  the  FDIC's  obligations  after  RTC 
sunset:  (i)  the  evaluation  of  the  management  enforcement  goals 
under  Section  21A(p)  and  the  recommendation  of  "which  of  such  goals 
should  apply  to  the  [FDIC];"^  and  (ii)  the  evaluation  of  the 
management  reforms  implemented  by  the  RTC  under  Section  21A(w)  and 
the  recommendation  of  "which  of  such  reforms  should  apply  to  the 
[FDIC]  ."^ 

Section  6  contains  no  requirement  that  the  FDIC  adopt  any  of 
the  RTC's  management  enhancement  goals  or  management  reforms  which 
were  mandated  under  Section  21A.  However,  Section  6  requires  that 
by  January  1,  1996,  the  FDIC  must  submit  a  report  to  both  the  House 
and  Senate  Banlcing  Committees  containing  various  items,  including 
the  following: 

(1)  a  description  of  the  recommendations  of  the  [Task 
Force]  which  have  been  adopted  by  the  [FDIC] ; 

(2)  a  description  of  the  recommendations  of  the  [Task 
Force]  which  have  not  been  adopted  by  the  [FDIC]; 

(3)  a  detailed  explanation  of  the  reasons  why  the 
[FDIC]  did  not  adopt  each  recommendation  described  in 
paragraph  (2) .  .  .  .* 


'   Pub.  L.  No.  103-204,  S  6,  107  Stat.  2369,  2382-83 
(1993)). 

^   RTC  Completion  Act,  S  6(c)(4). 

'   RTC  Completion  Act,  S  6(c)(5). 

*   RTC  Completion  Act,  S  6(e)(1) -(3). 
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III.   Analysis 

A.  There  is  no  statutory/  r^cmirement.   that  the  FDIC 
adopt  the  RTC  management  goals  or  reforms  mandated 
in  Section  21A. 

Section  2  LA  does  not  require  the  FDIC  to  adopt  any  of  the  TasJc 
Force's  recommendations  with  respect  to  any  RTC  management  goal  or 
reform  mandated  under  Section* 2 lA(p)  and  (w) .'  The  Conference 
Report  is  silent  on  this  poirft,  and  we  find  no  other  relevant 
legislative  history  to  aid  in  our  analysis. 

B.  The  FDIC  has  significant  discretion  whether  to 
adopt  any  of  the  RTC  management  goals  or  reforms 
mandated  in  Section  21A. 

Section  6  of  the  RTC  Completion  Act  requires  that  the  FDIC 
account  to  Congress  with  respect  to  whether  any  of  the  Task  Force's 
recommendations  would  ba  adopted  in  its  own  operations.  The 
statutory  schema  is  clear,  however,  that  the  FDIC  has  discration 
not  to  adopt  any  of  the  management  goals  or  reforms  recommended  by 
the  Task  Force,  provided  that  the  FDIC  sets  forth 
in  its  Report  to  Congress  a  detailed  explanation  of  the  reasons  for 
not  adopting  any  such  recoonandations . 

In  this  context,  it  should  nonetheless  be  noted  that  certain 
items  listed  in  Section  21A(p)  and  (w)  already  have  baan  adopted  by 
the  FDIC  as  a  matter  of  corporate  policy  fe.g.  .  the  appointment  of 
a  Chief  Financial  Officer,  the  adoption  of  improved  contracting 
systems,  the  minimization  of  the  use  of  outside  counsel,  and  tha 
appointment  of  an  Associate  General  Counsel  to  head  a  designated 
section  in  the  FDIC's  Legal  Division  with  respect  to  professional 
liability  litigation) .  Moreover,  various  items  listed  in  Section 
21A(p)  and  (w)  involve  matters  that  are  unique  to  tha  RTC's 
operations  (B.a. .  restrictions  on  tha  duration  of  conservatorship 
operations) . 


'     Wa  assume,  for  purposes  of  this  answer,  that  adoption 
of  these  goals  and  refonns  is  not  otherwise  required  under 
general  principles  concerning  tha  applicability  of  law,  as 
discussed  in  other  transition  legal  analyses. 
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RESPONSE  TO  WRITTEN  QUESTIONS  OF  SENATOR  SARBANES 
FROM  DENNIS  F.  GREER 

Q.l.  While  many  RTC  staff  have  already  transferred  to  the  FDIC, 
an  additional  1,203  of  RTC's  5,171  staff  have  the  right  to  remain 
at  the  FDIC  until  1997.  When  will  specific  staffing  assignments  be 
made  for  these  individuals? 

A.1.  As  Chairman  Heifer  indicated  in  her  testimony,  the  FDIC  has 
already  placed  within  the  FDIC  approximately  900  employees  re- 
leased by  the  RTC  since  1992.  As  of  the  end  of  May,  the  RTC  had 
approximately  1,300  employees  who  have  long-term  employment 
rights  with  the  FDIC.  All  of  these  employees  will  be  assigned  to  po- 
sitions in  the  FDIC  at  the  same  status,  pay,  tenure,  and  grade  as 
the  positions  held  at  the  RTC  before  being  transferred  to  the  FDIC, 
as  required  by  law.  Their  specific  assignments  will  be  determined 
over  the  next  several  months  by  the  joint  task  groups  which  are 
developing  implementation  plans  for  each  functional  area.  To  the 
extent  that  there  is  residual  RTC  work  to  be  completed  by  the 
FDIC  after  sunset,  many  of  them  will  continue  working  on  that 
work. 
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